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PART I 

ITEM 1. BUSINESS.(1) 

GENERAL 

Hecla Mining Company (the Company or He c l a ) , o r i g i n a l l y 
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incorporated i n 1891, i s p r i n c i p a l l y engaged i n the e x p l o r a t i o n , 
development and mining of precious, and nonferrous metals, 
i n c l u d i n g gold, s i l v e r , l e a d and z i n c , and c e r t a i n i n d u s t r i a l 
minerals. The Company owns or has i n t e r e s t s i n a number of 
precious and nonferrous metals p r o p e r t i e s and i n d u s t r i a l minerals 
businesses. In 1997, the Company's a t t r i b u t a b l e gold and s i l v e r 
production was approximately 174,000 ounces and 5,147,000 ounces, 
r e s p e c t i v e l y . The Company a l s o shipped approximately 1,026,000 
tons of i n d u s t r i a l minerals products during 1997, i n c l u d i n g b a l l 
c l a y , k a o l i n , f e l d s p a r , and s p e c i a l t y aggregates. A d d i t i o n a l l y , 
the Company shipped approximately 891,000 cubic yards of 
landscape m a t e r i a l from i t s MWCA-Mountain West Products d i v i s i o n 
i n 1997. 

The p r i n c i p a l executive o f f i c e s of the Company are l o c a t e d at 
6500 Mineral D r i v e , Coeur d'Alene, Idaho 83815 -8788, telephone 
(208) 769-4100. 

STATEMENTS MADE WHICH ARE NOT HISTORICAL FACTS, SUCH AS 
ANTICIPATED PRODUCTION, COSTS OR SALES PERFORMANCE ARE "FORWARD 
LOOKING STATEMENTS" WITHIN THE MEANING OF THE PRIVATE SECURITIES 
LITIGATION REFORM ACT OF 1995, AND INVOLVE A NUMBER OF RISKS AND 
UNCERTAINTIES THAT COULD CAUSE ACTUAL RESULTS TO DIFFER 
MATERIALLY FROM THOSE PROJECTED OR IMPLIED. . THESE RISKS AND 
UNCERTAINTIES INCLUDE, BUT ARE NOT LIMITED TO, METALS PRICE 
VOLATILITY, VOLATILITY OF METALS PRODUCTION, INDUSTRIAL MINERALS 
MARKET CONDITIONS AND PROJECT DEVELOPMENT RISKS. (SEE INVESTMENT 
CONSIDERATIONS). 

The Company's p r i n c i p a l producing metals p r o p e r t i e s i n c l u d e the 
La Choya go l d mine, l o c a t e d i n Sonora, Mexico, which began 
operations i n February 1994; the Lucky F r i d a y s i l v e r mine, 
l o c a t e d near Mullan, Idaho, which i s a s i g n i f i c a n t primary 
producer of s i l v e r i n North America; the Greens Creek s i l v e r 
mine, l o c a t e d near Juneau, A l a s k a , a l a r g e p o l y m e t a l l i c mine i n 
which the Company owns a 29.7% i n t e r e s t , where operations 
recommenced i n J u l y 1996; and the Rosebud go l d mine, l o c a t e d near 
Winnemucca, Nevada, i n which the Company owns a 50% i n t e r e s t , and 
where operations began i n March 1997. The Company a l s o owns the 
Grouse Creek mine, l o c a t e d near C h a l l i s , Idaho, a gold and s i l v e r 
mine where operations commenced i n December 1994, and which was 
placed on 

1 For d e f i n i t i o n s of c e r t a i n mining terms used i n t h i s 
d e s c r i p t i o n , see "Glossary of Mining Terms" at the end of Item 1, 
page 42. 

standby i n the second quarter of 1997 (see P r o p e r t i e s on Standby 
- - Grouse Creek Gold Mine - Idaho). E f f e c t i v e January 31, 1997 
the Company's i n t e r e s t i n the Grouse Creek mine increased to 100% 
pursuant to a l e t t e r agreement between the Company and Great 
Lakes Minerals Inc. (Great Lakes) t e r m i n a t i n g the Grouse Creek 
j o i n t venture and conveying Great Lakes' approximate 20% i n t e r e s t 
i n the Grouse Creek mine to Hecla. Great Lakes r e t a i n e d a 5% 
defined net proceeds i n t e r e s t i n the mine. As a r e s u l t of t h i s 
agreement, the Company has assumed 100% of the i n t e r e s t s and 
o b l i g a t i o n s a s s o c i a t e d w i t h the Grouse Creek property. 

The f o l l o w i n g t a b l e presents c e r t a i n i n f o r m a t i o n regarding the 
Company's metal mining and development p r o p e r t i e s , i n c l u d i n g the 
r e l a t i v e percentage each c o n t r i b u t e d to the Company's 1997 
revenues: 
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Name of Property 
Date 

Acquired 
Ownership 
I n t e r e s t 

Percentage of 
1997 Revenue(2) 

La Choya 1991 
1988 
1994 
1958 
1991 
1994 

100.0% 
29.7% 
50.0% 

100.0% 
100.0% 
47 . 0% 

17.8% 
12.8% 
9.4% 
7.5% 
6.3% 
0.8% 

Greens Creek 
Rosebud(1) 
Lucky F r i d a y 
Grouse creek 
American G i r l ( 1 ) 
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(1) The Company's i n t e r e s t i n the American G i r l mine and Rosebud 
p r o j e c t were acquired i n the March 11, 1994 a c q u i s i t i o n of 
Equinox Resources Lt d . In 1996, the Company entered i n t o a 
50/50 j o i n t venture arrangement w i t h Santa Fe P a c i f i c Gold 
Corporation (Santa Fe) to develop the Rosebud p r o j e c t . I n 
1997, Santa Fe was acquired by Newmont Gold Company 
(Newmont). 

(2) In a d d i t i o n t o the percentage c o n t r i b u t i o n s of revenue from 
the metal mines, the i n d u s t r i a l minerals segment c o n t r i b u t e d 
45.4% of the Company's revenue i n 1997. 

The Company's i n d u s t r i a l minerals segment c o n s i s t s of Kentucky -
Tennessee Clay Company ( b a l l c l a y and k a o l i n d i v i s i o n s ) ; K -T 
Feldspar C o r p o r a t i o n ; K-T Clay de Mexico, S.A. de C.V.; and MWCA, 
Inc. MWCA, Inc. was formed i n 1997 w i t h the combination of two 
of the Company's wholly owned s u b s i d i a r i e s : Colorado Aggregate 
Company of New Mexico, and Mountain West Products Inc. MWCA 
operates two d i v i s i o n s : the Colorado Aggregate d i v i s i o n and the 
Mountain West Products d i v i s i o n . The Company's i n d u s t r i a l 
minerals segment i s a s i g n i f i c a n t producer of three of the four 
b a s i c i n g r e d i e n t s r e q u i r e d to manufacture ceramic and p o r c e l a i n 
products, i n c l u d i n g sanitaryware, pottery) dinnerware, e l e c t r i c 
i n s u l a t o r s , and t i l e . At current p r o d u c t i o n r a t e s , the Company 
has over 20 years of Proven and Probable ore reserves of b a l l 
c l a y , k a o l i n and f e l d s p a r . 
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The Company has experienced l o s s e s from operations f o r each of 
the l a s t seven years. For the year ended December 31, 1997, the 
Company reporte d a net l o s s of approximately $0.5 m i l l i o n (before 
p r e f e r r e d dividends of $8.1 m i l l i o n ) or $0.01 per share of Common 
Stock compared t o a net l o s s o f approximately $32.4 m i l l i o n 
(before p r e f e r r e d stock dividends of $8.1 m i l l i o n ) or $0.63 per 
share of Common stock f o r the year ended December 31, 1996. I f 
the Company's current estimates of the market p r i c e s of gold, 
s i l v e r , l e a d and z i n c are r e a l i z e d i n 1998, the Company expects 
to record income or (loss) i n the range of $2.0 m i l l i o n income t o 
a $(3.0) m i l l i o n l o s s a f t e r the expected dividends to p r e f e r r e d 
shareholders t o t a l i n g approximately $8.1 m i l l i o n f o r the year 
ending December 31, 1998. Due t o the v o l a t i l i t y of metals p r i c e s 
and the s i g n i f i c a n t impact metals p r i c e changes have on the 
Company's operations, there can be no assurance that the a c t u a l 
r e s u l t s of operations f o r 1998 w i l l be as p r o j e c t e d (see 
Investment C o n s i d e r a t i o n s ) . 

The Company's s t r a t e g y i s t o focus i t s e f f o r t s and resources on 
expanding i t s gol d and s i l v e r reserves and i n d u s t r i a l minerals 
operations v i a a combination of a c q u i s i t i o n , e x p l o r a t i o n and 
development e f f o r t s . During 1998, the continued development of 
the Lucky F r i d a y expansion p r o j e c t i s a p r i o r i t y (see Metals 
Segment - Lucky F r i d a y Mine - Idaho). 

The Company's domestic e x p l o r a t i o n p l a n c o n s i s t s p r i m a r i l y of 
e x p l o r i n g f o r a d d i t i o n a l reserves i n the v i c i n i t y of the Lucky 
F r i d a y mine, the Greens Creek mine, and the Rosebud mine. The 
Company's f o r e i g n e x p l o r a t i o n p l a n f o r 1998 w i l l focus on 
e x p l o r a t i o n t a r g e t s i n Mexico and South America. At the same 
time, the Company w i l l continue t o evaluate a c q u i s i t i o n and other 
e x p l o r a t i o n o p p o r t u n i t i e s . 

The Company's revenues and p r o f i t a b i l i t y are s t r o n g l y i n f l u e n c e d 
by the world p r i c e s of s i l v e r , g old, lead and z i n c . Metals 
p r i c e s f l u c t u a t e widely and are a f f e c t e d by numerous f a c t o r s 
beyond the "Company's c o n t r o l , i n c l u d i n g i n f l a t i o n and worldwide 
fo r c e s of supply and demand. The aggregate e f f e c t of these 
f a c t o r s cannot be a c c u r a t e l y p r e d i c t e d . 
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Sales of metal concentrates and metal products are made 
p r i n c i p a l l y to custom smelters and metal t r a d e r s . I n d u s t r i a l 
minerals are s o l d p r i n c i p a l l y t o domestic, Mexican, and other 
f o r e i g n manufacturers' and wholesalers. The percentage of revenue 
c o n t r i b u t e d by each c l a s s of product i s r e f l e c t e d i n the 
fo l l o w i n g t a b l e : 

Years ' 

Product 1997 

Gold 34.9% 40.7% 42.3% 
S i l v e r , l e ad and z i n c 19.7 10.7 10.4 
I n d u s t r i a l minerals 38.4 40.0 37.1 
A l l others(1) 7.0 8.6 10.2 

(1) A l l others i n c l u d e s s p e c i a l t y metals and sal e s 
from MWCA-Mountain West Products d i v i s i o n e x c l u s i v e of 
s c o r i a s a l e s . 

Reference i s made to Note 1 of Notes t o Consolidated F i n a n c i a l 
Statements forming p a r t of the Company's audited Consolidated 
F i n a n c i a l Statements f o r the year ended December 31, 1997 (the 
Notes to Consolidated F i n a n c i a l Statements) f o r i n f o r m a t i o n w i t h 
respect t o export s a l e s . 

The t a b l e below summarizes the Company's production and average 
cash operating cost, t o t a l cash cost, and t o t a l production cost 
per ounce f o r gold and s i l v e r f o r each p e r i o d i n d i c a t e d : 

Years 

Products 1997 1996 

Gold (ounces)(1) 
S i l v e r (ounces)(2) 
Lead (tons) 
Zinc (tons) 

174,164 
5,147,009 

24,995 
16,830 

169,376 
3,024,911 

22,660 
7,464 

169,777 
2,242,309 

16,967 
2, 999 

Average cost per ounce of gold produced: 

Cash operating cost 
T o t a l cash cost 
T o t a l production cost 

$ 166 
$ 173 
$ 239 

$ 273 
$ 276 
$ 364 

$ 286 
$ 288 
$ 398 

Average cost per ounce of s i l v e r produced: 

Cash operating cost 
T o t a l cash cost 
T o t a l production cost 

$ 3.58 
$ 3.58 
$ 5 . 4 2 

$ 4 . 2 4 
$ 4 . 2 4 
$ 5 . 4 7 

$4.57 
$4 .57 
$5.76 

I n d u s t r i a l minerals 
(tons shipped) 1,025,993 1,072,319 
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(1) The increase i n gold p r o d u c t i o n from 1996 to 1997 i s 
p r i n c i p a l l y due t o increased g o l d production at the Rosebud 
mine, where operations commenced i n A p r i l 1997, of 46,974 
ounces; and increased g o l d p r o d u c t i o n from the Greens Creek 
mine of 13,518 ounces due t o the mine operating the e n t i r e 
year a f t e r recommencing operations i n J u l y 1996. These 
increases were p a r t i a l l y o f f s e t by decreased g o l d production 
at the Grouse Creek mine of 34,242 ounces due t o the 
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suspension of operations i n A p r i l 1997; decreased g o l d 
production from the American G i r l mine of 17,824 ounces due 
to the suspension of operations i n the f o u r t h quarter of 
1996; a 2,001 ounce decrease i n g o l d production at the La 
Choya mine, and other s l i g h t decreases at other o p e r a t i o n s . 
The s l i g h t decrease i n g o l d p r o d u c t i o n from 1995 t o 1996 i s 
p r i n c i p a l l y due t o decreased g o l d production from the Grouse 
Creek mine where gol d p r o d u c t i o n decreased 5,487 ounces from 
66,887 i n 1995 t o 61,400 ounces i n 1996 p r i n c i p a l l y due t o 
an approximate two-month suspension of operations i n 1996; 
and decreased g o l d p r o d u c t i o n from the Republic mine where 
operations were completed i n February 1995 and from the 
Cactus mine where heap r i n s i n g was being completed. These 
decreases i n g o l d p r o d u c t i o n were p a r t i a l l y o f f s e t by an 
increase of 8,027 ounces i n g o l d p r o d u c t i o n from the La 
Choya mine, and 3,086 ounces of g o l d production at the 
Greens Creek mine where operations recommenced i n J u l y 1996. 

(2) Increased s i l v e r , l e a d , and z i n c production from 1996 t o 
1997 i s p r i n c i p a l l y due to increased s i l v e r , l e ad and z i n c 
p r o d u c t i o n from the Greens Creek mine due t o a f u l l year of 
operations at Greens Creek i n 1997 f o l l o w i n g the 
recommencement of operations i n J u l y 1996. Increased 
s i l v e r , l e ad and z i n c p r o d u c t i o n from 1995 to 1996 i s 
p r i n c i p a l l y due t o increased s i l v e r , l e ad and z i n c 
production from the Greens Creek mine where operations 
recommenced i n J u l y 1996, as w e l l as increased s i l v e r , l e a d 
and z i n c p r o d u c t i o n from the Lucky F r i d a y mine. O f f s e t t i n g 
the increase i n s i l v e r production was a decrease i n s i l v e r 
p roduction at the Grouse Creek mine due to an approximate 
two-month suspension of operations i n 1996 and lower s i l v e r 
ore grades processed. 

METALS SEGMENT 

LA CHOYA GOLD MINE - SONORA, MEXICO 

The La Choya go l d mine i s l o c a t e d 30 miles south of the U.S. 
border i n the State of Sonora, Mexico, and i s 100% owned by the 
Company through a Mexican s u b s i d i a r y , Minera Hecla, S.A. de C.V. 
In May 1992, the Company e x e r c i s e d i t s o p t i o n to purchase the 
Mexican mineral concessions r e l a t e d to t h i s property, which 
inclu d e s a land p o s i t i o n of over 16,000 acres. 

The La Choya go l d mine commenced operations i n February 1994 and 
produced approximately 72,000 ounces of gol d i n 1995, 80,000 
ounces i n 1996, and 78,000 ounces i n 1997. The Company expects 
to produce 25,000 t o 30,000 ounces of gol d i n 1998. Proven and 
Probable ore reserves at the La Choya go l d mine are expected t o 
be s u b s t a n t i a l l y depleted by March 31, 1998, although r e c o v e r i e s 
of metal through the l e a c h i n g and r i n s i n g process are expected t o 
continue i n 1998 and 1999. The ore i s mined.via conventional 
open p i t methods a t a s t r i p p i n g r a t i o of 2.4:1 (1.9:1 during 
1997) u t i l i z i n g a c u t - o f f grade of 0.012 ounce of gold per ton, 
crushed t o two inches i n s i z e , and then cyanide leached on a 
lea c h pad. 
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Uncrushed low-grade rock, grading down to 0.006 ounce of gol d per 
ton, i s a l s o dumped on the pad and leached. The gold i n the l e a c h 
s o l u t i o n i s - processed i n a carbon recovery p l a n t to produce a 
gold and s i l v e r dore, which i s t r a n s p o r t e d to the U.S. f o r 
f u r t h e r r e f i n i n g . The average l i f e of mine recovery of contained 
g o l d ounces i s estimated at approximately 88%. 

The Company conducted e x p l o r a t i o n d r i l l i n g programs between 1994 
and 1996 i n an e f f o r t to expand the gold reserves and mine l i f e 
at the La Choya g o l d mine. D r i l l i n g r e s u l t s i n 1994 were 
s u c c e s s f u l i n adding approximately 55,000 ounces of contained 
g o l d to the Proven and Probable ore reserve category. The 1995 
program added approximately 18,000 ounces to the e x i s t i n g ore 
reserve, and approximately 50,000 ounces of gold were added 
during 1996. In 1997, approximately 21,000 ounces of g o l d were 
added to the reserve as a r e s u l t of mining more gol d than was 
estimated i n the reserve. An e x p l o r a t i o n d r i l l i n g program w i l l 
be conducted e a r l y i n 1998 to evaluate the f e a s i b i l i t y of pushing 
back the south h i g h w a l l of the open p i t . 

Information w i t h respect t o the La Choya go l d mine production, 
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Proven and Probable ore reserves, and average cost per ounce of 
gold produced as of the dates i n d i c a t e d are set f o r t h i n the 
f o l l o w i n g t a b l e : . 

Years 

P r o d u c t i o n (100%) 1997 1996 1995 

Ore processed (tons) 2,828,335 3,571,047 4,031,274 
Gold (ounces) 78,170 80,171 72,144 

Proven and Probable 
Ore Reserves(1) 

T o t a l t o n s 632,844 3,005,231 3,538,042 

Gold (oz. per ton) 0.018 0.024 0.028 
Contained g o l d (oz.)(2) 46,545 115,418 136,121 

Average Cost per Ounce 
of Gold Produced 

Cash o p e r a t i n g costs $ 183 $ 190 $ 194 
T o t a l cash costs $ 184 $ 190 $ 194 
T o t a l p r o d u c t i o n costs $ 224 $ 305. $ 297 

(1) For Proven and Probable ore reserve assumptions, 
i n c l u d i n g assumed metals p r i c e s , see Gl o s s a r y of C e r t a i n 

. Mining Terms. 

(2) Contained gold ounces in c l u d e estimated recoverable 
g o l d ounces on the heap leach pad t o t a l i n g approximately 
35,000, 44,000 and 36,000 gol d ounces at December 31, 
1997, 1996 and 1995, r e s p e c t i v e l y . These ounces were 
pla c e d on the pad during 1994 -1997 and are c u r r e n t l y 
estimated t o be recovered over the mine's remaining l i f e . 
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Reclamation a c t i v i t i e s w i l l be completed at the end of the mine's 
l i f e and w i l l i n c l u d e r i n s i n g of the heap l e a c h pads, followed by 
recontouring of the pads, and regrading and rev e g e t a t i n g the 
s i t e . Reclamation expense recognized i n 1997 was approximately 
$435,000. 

As of December 31, 1997, there were 230 employees at the La Choya 
gold mine. The N a t i o n a l Union of Mine, M e t a l l u r g i c a l and Related 
Workers of the Mexican Republic i s the ba r g a i n i n g agent f o r the 
La Choya g o l d mine h o u r l y employees. The current l a b o r agreement 
expi r e s on September 7, 1998. 

As of December 31, 1997, the La Choya mine property, p l a n t and 
equipment was f u l l y depreciated. E l e c t r i c a l power i s provided by 
on - s i t e d i e s e l generators. 

LUCKY FRIDAY MINE - IDAHO 

The Lucky F r i d a y , a deep underground s i l v e r and l e a d mine, 
l o c a t e d i n northern Idaho and 100% owned by the Company, has been 
a producing mine f o r the Company sin c e 1958. The mine operated 
c o n t i n u o u s l y u n t i l low metals p r i c e s and rockburst a c t i v i t y 
f o rced the suspension of operations i n A p r i l 1986. During the 
shutdown, the Company's engineers began conve r t i n g p o r t i o n s of 
the mine t o a mechanized underhand mining method designed t o 
increase p r o d u c t i v i t y and reduce rockburst a c t i v i t y . Production 
was resumed at the Lucky F r i d a y mine i n June 1987 and continued 
u n i n t e r r u p t e d u n t i l August 30, 1994, when an ore -conveyance 
accident f o r c e d suspension of operations u n t i l r e p a i r s could be 
made. Operations resumed on December 5, 1994, and steady - s t a t e 
production was achieved i n February 1995. During 1995, the 
Company recovered i t s costs and l o s t o p e r a t i n g cash flow 
r e s u l t i n g from the accident from i t s insurance c a r r i e r . 

The cash o p e r a t i n g cost, t o t a l cash cost, and t o t a l production 
cost per ounce of s i l v e r increased from $4.24, $4.24, and $5.47, 
r e s p e c t i v e l y , i n 1996 to $5.47, $5.47, and $6.72, r e s p e c t i v e l y , 
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i n 1997. The increases were due p r i n c i p a l l y t o decreased by -
product p r i c e s , p r i n c i p a l l y lead i n the 1997 p e r i o d . Gold, l e a d . 
and z i n c are by-products of the ore mined at the Lucky F r i d a y 
mine, the revenues from which are deducted from prod u c t i o n costs 
i n the c a l c u l a t i o n of the cost per ounce amounts (see G l o s s a r y of 
C e r t a i n Mining Terms). 

The p r i n c i p a l ore-bearing s t r u c t u r e at the Lucky F r i d a y mine 
through 1997 i s the Lucky F r i d a y V e i n , a f i s s u r e v e i n t y p i c a l of 
many, i n the Coeur d'Alene Mining D i s t r i c t . The orebody i s 
lo c a t e d i n the Revett Formation which i s known to provide 
e x c e l l e n t host rocks f o r a number of orebodies i n the 
Coeur d'Alene D i s t r i c t . The Lucky F r i d a y Vein s t r i k e s 
n o r t h e a s t e r l y and dips s t e e p l y to the south, w i t h an average 
width of s i x t o seven f e e t . The p r i n c i p a l ore minerals are 
galena and t e t r a h e d r i t e , w i t h minor amounts of 
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s p h a l e r i t e and c h a l c o p y r i t e . The ore occurs as a s i n g l e 
continuous orebody i n and along the Lucky F r i d a y Vein. The major 
pa r t of the orebody has extended from the 1200 -foot l e v e l to and 
below the 5840-foot l e v e l , which i s c u r r e n t l y being developed. 

The p r i n c i p a l mining method i s underhand cut and f i l l . T his 
method u t i l i z e s mechanized equipment, a ramp system and cemented 
sand f i l l . The method has proven e f f e c t i v e i n reducing mining 
co s t s and l i m i t i n g rockburst a c t i v i t y . 

The ore produced from the mine i s processed i n a 1,000 -ton-per-
day conventional f l o t a t i o n m i l l . I n 1997, ore was processed at a 
rate of approximately 760 tons per day at the Lucky F r i d a y mine 
s i t e . The f l o t a t i o n process produces both a s i l v e r - l e a d 
concentrate and a z i n c concentrate. During 1997, approximately 
96.5% of the s i l v e r , 95.8% of the lead, and 29.4% of the z i n c 
were economically recovered. 

The Lucky F r i d a y mine/mill f a c i l i t y and surface and underground 
equipment are i n good working c o n d i t i o n . The. m i l l was o r i g i n a l l y 
c o n structed approximately 36 years-ago. The Company maintains 
and modernizes the.plant and equipment on an ongoing b a s i s t o 
keep the p l a n t and equipment i n good p h y s i c a l and ope r a t i n g 
c o n d i t i o n . The net book value of the Lucky F r i d a y mine property 
and i t s a s s o c i a t e d p l a n t and equipment was approximately $37.3 
m i l l i o n as of December 31, 1997. 

Ultimate reclamation a c t i v i t i e s contemplated i n c l u d e 
s t a b i l i z a t i o n of t a i l i n g s ponds and waste rock areas. 
Reclamation expense recognized i n 1997 was approximately $14,000. 

During 1991, the Company discovered s e v e r a l m i n e r a l i z e d 
s t r u c t u r e s c o n t a i n i n g some high-grade s i l v e r ores i n an area 
known as the Gold Hunter property, about 5,000 f e e t northwest of 
the e x i s t i n g Lucky F r i d a y workings. In an extensive e x p l o r a t i o n 
program i n 1992, the Company undertook an underground e v a l u a t i o n 
of the Gold Hunter property m i n e r a l i z a t i o n . The program r e f e r r e d 
t o now as the "Lucky F r i d a y expansion p r o j e c t , " discovered 
m i n e r a l i z a t i o n c o n t a i n i n g s i g n i f i c a n t amounts of s i l v e r and l e a d 
i n an area a c c e s s i b l e from the 4050 -foot l e v e l of the Lucky 
F r i d a y mine. The e x p l o r a t i o n program and a p r e l i m i n a r y 
f e a s i b i l i t y study were completed during 1993. In 1994, the 
Company approved the f i r s t phase of development of the Lucky 
F r i d a y expansion p r o j e c t . The f i r s t phase c o n s i s t e d p r i m a r i l y of 
d r i v i n g an access d r i f t from the 4900 -foot l e v e l of the Lucky 
F r i d a y workings which i n t e r s e c t e d the Gold Hunter ore zone 
approximately 850 f e e t below the p r e s e n t l y developed area. The 
new access d r i f t i n c l u d e s approximately 7,000 f e e t of development 
excavation. The access d r i f t advanced 3,000 f e e t i n 1995, and 
ex p l o r a t o r y d r i l l i n g s t a r t e d i n the second quarter of 1996. A 
f i n a l f e a s i b i l i t y study was completed i n 1997, and the Company's 
Board of D i r e c t o r s approved a $16.0 m i l l i o n development p l a n . 
I n i t i a l p r o d u c t i o n 
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from the p r o j e c t was achieved i n 1997, and f u l l p roduction i s 
expected t o be achieved upon completion of the pre -production 
phase i n the second quarter of 1998. 

The- Gold Hunter property i s c o n t r o l l e d by the Company under a 
long-term operating agreement, which e n t i t l e s the Company, as 
operator, t o a 79.08% i n t e r e s t i n the net p r o f i t s from operations 
from the -Gold Hunter p r o p e r t i e s . The Company w i l l be o b l i g a t e d 
to pay a r o y a l t y a f t e r i t has recouped i t s costs t o explore and 
develop the p r o p e r t i e s . As of December 31, 1997, unrecouped 
costs t o t a l e d approximately $29.0 m i l l i o n . 

Even though recent h i s t o r i c a l t o t a l production costs have 
exceeded revenues r e a l i z e d from the s a l e of recovered metals, 
based upon management's estimates of metal to be recovered which 
includes the development of the Gold Hunter property and 
cons i d e r i n g estimated f u t u r e production costs and metal p r i c e s , 
the Company's management b e l i e v e s that the c a r r y i n g value of the 
Lucky F r i d a y mine i s recoverable from, future undiscounted cash 
flows generated from operations, the estimated salvage value of 
surface p l a n t equipment, and the value a s s o c i a t e d w i t h property 
r i g h t s . I n e v a l u a t i n g the c a r r y i n g value of the Lucky F r i d a y 
mine, the Company used metal p r i c e s of $5.25 per ounce s i l v e r i n 
1998, $5.50 s i l v e r i n 1999, $5.75 s i l v e r i n 2000, and $6.00 
s i l v e r t h e r e a f t e r ; $0.30 per pound l e a d f o r a l l p e r i o d s , and 
$0.70 per pound z i n c i n 1998, $0.65 z i n c i n 1999, $0.60 z i n c 
t h e r e a f t e r . These p r i c e s were u t i l i z e d as the Company's 
management b e l i e v e s that they are reasonable estimates of p r i c e s 
over the remaining l i f e of the mine. 

In c ontrast t o longer-term p r i c e s used f o r e s t i m a t i n g l i f e -of-
mine revenues and r e s u l t a n t cash flows, the Company uses near 
term estimates of metal p r i c e s to estimate ore reserves as they 
more c l o s e l y r e f l e c t the current economic c o n d i t i o n s at the 
measurement date.. Estimated future production costs were d e r i v e d 
from a c t u a l production c o s t s c u r r e n t l y being experienced at the 
Lucky F r i d a y mine, adjusted f o r a n t i c i p a t e d changes r e s u l t i n g 
from the execution of the Company's mine production p l a n . Based 
upon these p r o j e c t e d f a c t o r s , the Company c u r r e n t l y estimates 
that future cash and t o t a l production c o s t s per ounce of s i l v e r 
produced over the remaining l i f e of mine would be approximately 
$4.00 and $5.62, r e s p e c t i v e l y . As these amounts are d e r i v e d from 
numerous estimates, the most v o l a t i l e of which are metal p r i c e s , 
there can be no assurance t h a t a c t u a l r e s u l t s w i l l correspond t o 
these estimates. The p r i n c i p a l reason t h a t cash costs per ounce 
are assumed to be lower than recent h i s t o r i c a l amounts i s the 
e f f e c t of the development of the Lucky F r i d a y expansion p r o j e c t 
which i s expected t o r e s u l t i n increased m i l l throughput and 
increased s i l v e r grade. 

During 1997, the Lucky F r i d a y s i l v e r - l e a d concentrate product was 
shipped p r i m a r i l y to the ASARCO smelter at East Helena, Montana. 
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The s i l v e r , l e a d and gold contained i n the concentrates are s o l d 
to ASARCO. The Lucky F r i d a y z i n c concentrates are shipped to 
Cominco's smelter i n T r a i l , B r i t i s h Columbia, Canada, and are 
s o l d under an agreement w i t h Cominco L t d . Commencing i n 1998, a 
s i g n i f i c a n t amount of s i l v e r - l e a d concentrate w i l l be shipped to 
Met-Mex Penoles i n Torreon, Mexico, i n a d d i t i o n t o concentrate 
s o l d to ASARCO. 

Based on the Company's experience i n operating deep mines i n the 
Coeur d'Alene Mining D i s t r i c t , where the p e r s i s t e n c e of 
m i n e r a l i z a t i o n to great e r depths may be r e l i a b l y i n f e r r e d from 
operating experience and g e o l o g i c a l data, the Company's p o l i c y i s 
to develop new l e v e l s . a t a minimum r a t e c o n s i s t e n t w i t h the 
requirements f o r u n i n t e r r u p t e d and e f f i c i e n t ore production. A 
new l e v e l i s developed and brought i n t o production only to 
replace d i m i n i s h i n g ore reserves from l e v e l s being mined out. 
The length and st r e n g t h of the ore body have not m a t e r i a l l y 
diminished on the lowest developed l e v e l of the mine. Based upon 
t h i s f a c t o r , d r i l l i n g data and extensive knowledge of the 
geologic c h aracter of the d e p o s i t , and many years of operating 
experience i n the Lucky F r i d a y mine and Coeur d'Alene Mining 
D i s t r i c t , there are no ge o l o g i c f a c t o r s known at present which 
appear to prevent the assumed c o n t i n u a t i o n of the Lucky F r i d a y 
and Gold Hunter orebodies f o r a considerable distance below the 
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lowermost working l e v e l . Although there can be no assurance of 
the extent and q u a l i t y , of the m i n e r a l i z a t i o n which may be 
developed at g r e a t e r depths, the e x i s t i n g data and operating 
experience j u s t i f y , i n the o p i n i o n of the Company's management 
and based upon i n d u s t r y standards, the c o n c l u s i o n that the 
m i n e r a l i z a t i o n w i l l extend w e l l below the lowest developed 
l e v e l s . 
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Information w i t h respect to the Lucky F r i d a y mine's production. 
Proven and Probable ore reserves, and average cost per ounce of 
s i l v e r produced f o r the past three years i s set f o r t h i n the 
t a b l e below: 

Years 

Production (100%) 1997 1996 . 1995 

Ore m i l l e d (tons) 
S i l v e r (ounces) 
Gold (ounces) 
Lead (tons) 
Zinc (tons) 

193,399 
1,943,373. 

853 
19,270 
3, 168 

188,272 
1,906,333 

947 
20,971 
3,653 

158,874 
1,662,706 

830 
16,967 
2, 999 

Proven and Probable 
Ore Reserves(1) 

T o t a l tons 1,388,590 1,245,660(2) 468,590 
S i l v e r (ounces per ton) 14.8 14.9 11.7 
Lead (percent) 10.2 11.3 11.6 
Zinc (percent) 1.9 2.2 1.8 
Contained s i l v e r (ounces) 20,532,121 18,512,024 5,488,729 
Contained l e a d (tons) 141,470 140,608 54,459 
Contained z i n c (tons) 25,703 26,872 8,542 

Average Cost per Ounce 
of S i l v e r Produced 

Cash operating c o s t s 
T o t a l cash c o s t s 
T o t a l production c o s t s 

$ 5.47 
$ 5.47 
$ 6.72 

4.24 
4.24 
5.47 

$ 4 .57 
$ 4 .57 
$ 5 .76 

(1) At the Lucky F r i d a y mine, reserves l y i n g above or between 
developed l e v e l s are c l a s s i f i e d as Proven reserves. 
Reserves l y i n g below the lowest developed l e v e l , p r o j e c t e d 
to 200 f e e t below the lowest l e v e l or to one - h a l f the 
exposed s t r i k e l e n g t h , whichever i s l e s s , are c l a s s i f i e d as 
Probable reserves. M i n e r a l i z a t i o n known to e x i s t o n l y from, 
d r i l l - h o l e i n t e r c e p t s does not meet the Company's current 
Proven or Probable reserve c r i t e r i a and i s excluded from 
these reserve c a t e g o r i e s . For a d d i t i o n a l Proven . and 
Probable ore reserve assumptions, i n c l u d i n g assumed metals 
p r i c e s , see Gloss a r y of C e r t a i n Mining Terms. 
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(2) The increase i n the Proven and Probable ore reserves from 
1995 t o 1996 i s p r i n c i p a l l y due to the a d d i t i o n of 668,760 
tons of proven and probable m i n e r a l ; grading 16.7 s i l v e r 
ounces per ton, 9.4% le a d , and 1.8% z i n c from the adjacent 
Gold Hunter orebody. A d d i t i o n a l l y , geologic s t u d i e s and 
s t a t i s t i c a l a n a l y s i s of a diamond d r i l l hole e x p l o r a t i o n 

.program i n 1996 permitted increased p r o j e c t i o n of probable 
reserves compared • to the previous p r a c t i c e on the. Lucky 
F r i d a y v e i n . 

At December 31, 1997, there were 186-employees at the Lucky 
Frid a y mine. The United Steelworkers of America i s the 
bargaining agent f o r the Lucky F r i d a y hourly employees. The 
current l a b o r agreement e x p i r e s on June 12, 1999. Washington 
Water Power Company s u p p l i e s e l e c t r i c a l power to the Lucky F r i d a y 
mine. 

-11-

<PAGE> 13 

GREENS CREEK MINE - ADMIRALTY ISLAND, ALASKA 

At December 31, 1997, the Company h e l d a 29.7% i n t e r e s t i n the 
Greens Creek mine, l o c a t e d on Ad m i r a l t y I s l a n d , near Juneau, 
Alaska, through a j o i n t venture arrangement w i t h Kennecott Greens 
Creek Mining Company, the manager of the mine and a wholly owned 
s u b s i d i a r y of Kennecott Corporation. The Greens Creek mine i s a 
p o l y m e t a l l i c deposit c o n t a i n i n g s i l v e r , z i n c , gold, and lead. 

Greens Creek l i e s w i t h i n the A d m i r a l t y I s l a n d N a t i o n a l Monument, 
an environmentally s e n s i t i v e area. The Greens Creek property 
includes 17 patented lode claims, and one patented m i l l s i t e c l a i m 
i n a d d i t i o n to property leased from the U.S. Forest S e r v i c e . The 
e n t i r e p r o j e c t i s accessed and served by 13 miles of road and 
co n s i s t s of the mine, an ore concentrating m i l l , a t a i l i n g s 
impoundment area, a s h i p - l o a d i n g f a c i l i t y , camp f a c i l i t i e s and a 
f e r r y dock. 

In February 1993, as a r e s u l t of depressed metal p r i c e s and a 
gl u t i n world concentrate markets, the d e c i s i o n was made to place 
the mine on temporary shutdown. Commercial prod u c t i o n ceased i n 
A p r i l 1993, and the mine and m i l l were placed on a care -and-
maintenance b a s i s . E x p l o r a t i o n and mine development a c t i v i t i e s 
continued at the mine during the shutdown. Follow -up d r i l l i n g on 
p r e v i o u s l y i d e n t i f i e d t a r g e t s was s u c c e s s f u l i n i d e n t i f y i n g a new 
ore zone, the Southwest Extension. 

In January 1994, a f e a s i b i l i t y study was i n i t i a t e d t o determine 
the a d v i s a b i l i t y of p l a c i n g the mine back i n t o production. The 
f e a s i b i l i t y study was completed i n the f o u r t h quarter of 1994 and 
i n 1995 the d e c i s i o n was made to reopen the Greens Creek mine, 
with commercial production estimated t o recommence by e a r l y 1997. 
Included i n the reopening p r o j e c t were development of the 
Southwest ore zone, purchase of new mine mobile equipment, 
upgrading of a n c i l l a r y f a c i l i t i e s , improvement of environmental 
c o n t r o l systems and m o d i f i c a t i o n of the process p l a n t . The 
reopening p r o j e c t was completed ahead of schedule, production 
began i n J u l y 1996 and f u l l p roduction l e v e l s were achieved i n 
January 1997. 

Environmental p e r m i t t i n g during the reopening p r o j e c t i n c l u d e d 
o b t a i n i n g r e g u l a t o r y agency approval of the updated General Plan 
of Operations and Large Mine Permit. The approvals i n c l u d e d 
r e v i s i o n s to appendices regarding f r e s h water monitoring, 
t a i l i n g s s i t e o p e r a t i o n and maintenance, development rock 
management and water systems operation. Other a c t i o n s i n c l u d e d 
Forest Service approval t o house production workers i n a man -camp 
at Hawk I n l e t , and State of Alaska l e g i s l a t i v e changes a l l o w i n g 
extended working s h i f t s f o r miners. State of Alaska p e r m i t t i n g 
a c t i o n i n c l u d e d renewal of the A i r Q u a l i t y Permit by the, Alaska 
Department of Environmental C o n t r o l . Permits t h a t were i n -
progress at the end of 1997 incl u d e d the Alaska Department of 
Environmental C o n t r o l 
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s o l i d waste permit f o r t a i l i n g s d i s p o s a l and renewal of the mine 
waste-water discharge permit. As par t of a settlement f o r c i v i l 
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p e n a l t i e s a s s o c i a t e d w i t h past discharges. Greens Creek i s under 
an A d m i n i s t r a t i v e Consent Decree w i t h the EPA. 

Current o p e r a t i n g plans i n c l u d e mining 1,320 tons per day 
underground from the Southwest ore zone. Ore from the 
underground t r a c k l e s s mine i s m i l l e d at the mine s i t e . The m i l l 
produces g o l d / s i l v e r dore; and le a d , z i n c and bulk concentrates. 
The dore i s marketed to a pre c i o u s metal r e f i n e r and the three 
concentrate products are predominantly s o l d t o a number of major 
smelters worldwide. A l e s s e r amount of the concentrates i s s o l d 
to metal merchants under short-term agreements. Concentrates are 
shipped from a marine t e r m i n a l l o c a t e d about nine miles from the 
mine s i t e . The Greens Creek mine uses e l e c t r i c a l power provided 
by diesel-powered generators l o c a t e d on - s i t e . 

Improvements to the m i l l i n c l u d e d m o d i f i c a t i o n s designed to a l l o w 
increased throughput and t o recover higher grades of z i n c from 
the Southwest and West ore zones. A d d i t i o n a l l y , the reopening 
p r o j e c t i n c l u d e d recommissioning and de f e r r e d maintenance of a l l 
process equipment. A n c i l l a r y p r o j e c t work i n c l u d e d an expansion 
of the t a i l i n g s d i s p o s a l f a c i l i t y , upgrade of the power 
generating c a p a c i t y , and purchase of surface equipment which 
enabled the mine to replace c o n t r a c t o r s w i t h mine employees. A 
camp f a c i l i t y i s used to house some of the production work force 
at the mine s i t e w i t h the m a j o r i t y of the employees commuting 
from Juneau on a d a i l y b a s i s . The c a p i t a l investment i n 
a n c i l l a r y f a c i l i t i e s w i l l a l l o w the mine to increase e f f i c i e n c y 
as w e l l as metal production. Mine and m i l l performance t e s t s 
e s t a b l i s h e d that the new c a p a c i t y exceeds design throughput of 
1,320 tons per day. 

Recent environmental p r o j e c t s were focused on improving the 
performance of water treatment systems at the mine s i t e . Two new 
water treatment p l a n t s , a s s o c i a t e d ponds and p i p e l i n e s w i l l a l l o w 
the mine s t a f f more assurance of meeting s t r i n g e n t environmental 
standards as w e l l as reducing the p o s s i b i l i t y of water 
contamination. 

A land exchange agreement was approved by Congress and signed 
i n t o law by President C l i n t o n on A p r i l 1, 1996. Subject t o the 
j o i n t venture securing p r i v a t e p r o p e r t y equal to a value of $1.0 
m i l l i o n and t r a n s f e r r i n g t i t l e t o the USDA Forest S e r v i c e , Greens 
Creek w i l l g a i n access to approximately 7,500 acres of land w i t h 
p o t e n t i a l mining resources surrounding the e x i s t i n g mine. 
Production from new ore d i s c o v e r i e s on the exchange lands w i l l be 
subject to f e d e r a l r o y a l t i e s . , 

1997 e x p l o r a t i o n e f f o r t s at Greens Creek uncovered an extension 
to the Southwest ore zone. P r e l i m i n a r y r e s u l t s i n d i c a t e i t could 
be an important a d d i t i o n t o the mine's Proven and Probable ore 
reserves. D e f i n i t i o n d r i l l i n g on the extension i s planned f o r 
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1998, w i t h a goal of b r i n g i n g t h i s resource i n t o the Proven and 
Probable reserve category by the end of 1998. 

As of December 31, 1997, there were 249 employees at the Greens 
Creek mine. The employees at the Greens Creek mine are not 
represented by a ba r g a i n i n g agent. At December 31, 1997, the 
Company's i n t e r e s t i n the net book value of the Greens Creek mine 
property and i t s a s s o c i a t e d p l a n t and equipment was $73.8 
m i l l i o n . 

Even though h i s t o r i c a l p r o d u c t i o n costs have exceeded revenues 
r e a l i z e d from the s a l e of recovered metals, based upon 
management's estimates of metal to be recovered and c o n s i d e r i n g 
estimated f u t u r e p r o d u c t i o n c o s t s and metal p r i c e s , the Company's 
management b e l i e v e s that the c a r r y i n g value of the Greens Creek 
mine i s recoverable from f u t u r e undiscounted cash flows generated 
from operations. In e v a l u a t i n g the c a r r y i n g value of the Greens 
Creek mine, the Company used metal p r i c e s of $325 per ounce of 
gold i n 1998, $375 go l d i n 1999, and $390 gol d t h e r e a f t e r ; $5.25 
per ounce s i l v e r i n 1998, $5.50 s i l v e r i n 1999, $5.75 s i l v e r i n 
2000, and $6.00 s i l v e r t h e r e a f t e r ; $0.30 per pound lead f o r a l l 
p e r i o d s , and $0.70 per pound z i n c i n 1998, $0.65 z i n c i n 1999, 
$0.60 z i n c t h e r e a f t e r . These p r i c e s were u t i l i z e d as the 
Company's management b e l i e v e s that they are reasonable estimates 
of average p r i c e s over the remaining l i f e of the mine. In 
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c o n t r a s t t o longer-term p r i c e s used f o r e s t i m a t i n g l i f e -of-mine 
revenues and r e s u l t a n t cash flows,, the Company uses near -term 
estimates of metal p r i c e s , process r e c o v e r i e s and smelter terms 
to estimate ore reserves as : they more c l o s e l y r e f l e c t the current 
economic c o n d i t i o n s at the measurement date. Estimated future 
production costs were d e r i v e d from a c t u a l production costs 
experienced at the mine, adjusted, as necessary, f o r a n t i c i p a t e d 
changes r e s u l t i n g from the execution of the mine manager's mine 
production p l a n . Based upon these p r o j e c t e d f a c t o r s , the Company 
estimates that future 'cash and t o t a l p r o d u c t i o n costs per ounce 
of s i l v e r produced over the remaining l i f e of the mine would be 
$1.52 and $4,07, r e s p e c t i v e l y . As these amounts are der i v e d from 
numerous estimates, the most v o l a t i l e of which are metal p r i c e s , 
there can be no assurance that a c t u a l r e s u l t s w i l l correspond t o 
these estimates. The p r i n c i p a l reason t h a t cash costs per ounce , 
are assumed to be l e s s than h i s t o r i c a l amounts i s a fore c a s t e d 
increase i n the grade of ore processed. 

The Greens Creek deposit c o n s i s t s . of z i n c , lead, and i r o n 
s u l f i d e s and c o p p e r - s i l v e r s u l f i d e s and s u l f o s a l t s with 
s u b s t a n t i a l contained g o l d and s i l v e r v a l u e s , having a v e i n - l i k e 
to b l a n k e t - l i k e form of v a r i a b l e t h i c k n e s s . The ore i s thought 
to have been l a i d down by an " e x h a l a t i v e " process ( i . e . , v o l c a n i c 
r e l a t e d r i f t s or vents deposited base and precious metals onto an 
ocean f l o o r ) . Subsequently, the m i n e r a l i z a t i o n was f o l d e d and 
f a u l t e d by m u l t i p l e generations of t e c t o n i c events. 
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The estimated ore reserves f o r the Greens Creek mine are computed 
by Kennecott Greens Creek Mining Company's geology and 
engineering s t a f f w i t h t e c h n i c a l support from Kennecott 
Corporation. Geologic i n t e r p r e t a t i o n s and reserve methodology 
are reviewed by the Company, but the reserve c o m p i l a t i o n i s not 
independently confirmed by the Company i n i t s e n t i r e t y . 
Information w i t h respect t o the Company's 29.7% share of 
production, Proven and Probable ore reserves, and average cost 
per ounce of s i l v e r produced i s set f o r t h i n the t a b l e below: 

Years 

Production 1997 1996(1) 1995 

Ore m i l l e d (tons) 145,676 42,737 
S i l v e r (ounces) 2,889,265 827,799 
Gold (ounces) . 16,604 3,086 
Zinc (tons) 13,662 3,811 
Lead (tons) 5,725 1,689 

Proven and Probable 
Ore Reserves(2,3,5) 

T o t a l tons 2,494,085 2,642,000 2,585,000 
S i l v e r (ounces per ton) 18.6 19.5 19.2 
Gold (ounces per ton) 0.15 0.15 0.16 
Zinc (percent) 12.7 12.6 13.1 
Lead (percent) 4.5 4.6 4.7 
Contained g o l d (ounces) 369,173 398,046 415,696 
Contained s i l v e r (ounces) 46,467,846 51,587,608 49,759,167 
Contained z i n c (tons) 317,497 333,849 338,042 
Contained lead (tons) 112,234 120,096 122,696 

Average Cost per 
Ounce.of s i l v e r Produced 

Cash operating costs(4) $ 2.31 
To t a l cash costs(4) $ 2.31 
To t a l production costs(4) $ 4.55 

(1) Operations were suspended i n A p r i l 1993 and r e s t a r t e d i n 
J u l y 1996. 
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(2) For Proven and Probable ore reserve assumptions and 
d e f i n i t i o n s , see Glossary of C e r t a i n Mining Terms. 

(3) Ore reserves represent i n - p l a c e m a t e r i a l , d i l u t e d and 
adjusted f o r expected mining recovery. Process p l a n t 
r e c o v e r i e s of ore reserve grades are expected to be 76% f o r 
s i l v e r , 70% f o r gold, 89% f o r z i n c and 85% f o r lead. 
Payable, r e c o v e r i e s of ore reserve grades by smelters and 
r e f i n e r s are expected t o be 66% f o r s i l v e r , 56% f o r gold, 
69% f o r z i n c and 67% f o r l e a d . 

(4) The Greens Creek mine recommenced operations i n J u l y 1996, 
on a s t a r t - u p basis,- as such no cost per ounce amounts are 
reported f o r 1996. 

(5) The decrease i n contained s i l v e r i n 1997 versus 1996 i s a 
r e s u l t of produc t i o n from the Southwest ore zone y i e l d i n g 
lower precious metal 
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grades than expected. Therefore, contained s i l v e r decreased 
more than 1997 s i l v e r production. 

ROSEBUD GOLD MINE - NEVADA 

The Rosebud go l d mine, i n which the Company.has a 50% i n t e r e s t , 
i s l o c a t e d i n the Rosebud Mining D i s t r i c t , i n Pershing County, 
Nevada, and was acquired by the Company through the merger w i t h 
Equinox Resources L t d . (Equinox). The Rosebud pr o p e r t y c o n s i s t s 
of the Rosebud claims and the Degerstrom claims . The Rosebud 
claims c o n s i s t of a 100% i n t e r e s t i n three patented lode mining 
c l a i m s , 760 unpatented lode mining c l a i m s , and four a d d i t i o n a l 
patented lode mining claims c u r r e n t l y under lease. The 
Degerstrom claims c o n s i s t of a 52% i n t e r e s t i n 48 lode mining 
claims h e l d under a j o i n t venture agreement w i t h N.A. Degerstrom 
Inc: The t o t a l 815 claims cover approximately 16,840 acres and 
c o l l e c t i v e l y comprise the "Rosebud Mine." Patent a p p l i c a t i o n has 
been made on the 13 claims t h a t c o n t a i n a l l of the Proven and 
Probable ore reserves. The Rosebud mine may be reached from 
Winnemucca, Nevada, by t r a v e l l i n g west a distance of 
approximately 58 m i l e s on an a l l weather g r a v e l road. At 
December 31, 1997, the Company's i n t e r e s t i n the net book value 
of property, p l a n t , and equipment at the Rosebud mine t o t a l e d 
$17.9 m i l l i o n . 

On September 6, 1996, the Company and Santa Fe P a c i f i c entered 
i n t o a 50/50 j o i n t venture agreement to develop the Rosebud Mine. 
Pursuant t o the agreement, a l i m i t e d l i a b i l i t y c o r p o r a t i o n (The 
Rosebud Mining Company, L.L.C.) was e s t a b l i s h e d to develop the 
Rosebud g o l d property w i t h each p a r t y owning a 50% i n t e r e s t . I n 
May 1997, Santa Fe was merged i n t o Newmont Gold Company thus 
becoming the successor i n i n t e r e s t to Santa Fe's ownership of the 
Rosebud Mining Company, L.L.C. Under the terms of the agreement, 
the Company manages the mining a c t i v i t i e s and ore i s hauled v i a 
truck approximately 110 miles to Newmont's Twin Creeks Pinon m i l l 
f o r p r o c e s s i n g . In e a r l y 1998, Newmont announced th a t operations 
at the Pinon m i l l would be suspended i n 1998 and that ore from 
the Rosebud mine would be processed at Newmont's Jun i p e r m i l l , 
which i s l o c a t e d i n c l o s e p r o x i m i t y t o the Pinon m i l l . The 
Company, based on a v a i l a b l e i n f o r m a t i o n , does not b e l i e v e the 
a n t i c i p a t e d change i n ore processing w i l l have a s i g n i f i c a n t 
impact on ope r a t i n g c o s t s or m i l l r e c o v e r i e s . 

Mine s i t e c o n s t r u c t i o n began during September 1996 and was 
completed d u r i n g March 1997, two months ahead of schedule. 
C a p i t a l expenditures t o b r i n g the mine i n t o p r o d u c t i o n t o t a l e d 
$18.7 m i l l i o n , $6.3 m i l l i o n (25%) l e s s than budget. Newmont 
funded the f i r s t $12.5 m i l l i o n of mine - s i t e development and was 
a l s o r e s p o n s i b l e , under the terms of the agreement, to fund costs 
of road and m i l l f a c i l i t y improvements which were completed 
during 1997. Newmont a l s o c o n t r i b u t e d t o the j o i n t venture 
e x p l o r a t i o n property l o c a t e d near the Rosebud property, and has 
funded the 
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f i r s t ..$1.0 m i l l i o n i n e x p l o r a t i o n expenditures, and two - t h i r d s of 
a l l e x p l o r a t i o n expenditures beyond the i n i t i a l $1.0 m i l l i o n . 

Construction and development a c t i v i t i e s i n c l u d e d development of a 
second p o r t a l t o the mine, 5,500 f e e t of underground d r i f t i n g , a 
640 foot v e n t i l a t i o n s h a f t , a s i x - m i l e power l i n e , an e i g h t -mile 
access road, and-surface p l a n t f a c i l i t i e s necessary to support 
the underground op e r a t i o n . 

In 1993, Equinox s o l d f o r $2.5 m i l l i o n a 2.5% net smelter r e t u r n 
r o y a l t y and an op t i o n t o purchase an a d d i t i o n a l 1.5% net smelter 
r e t u r n r o y a l t y on the pro p e r t y t o Euro -Nevada Mining Corporation 
Inc. (Euro-Nevada). The op t i o n f o r the a d d i t i o n a l 1.5% r o y a l t y 
was e x e r c i s e d , by Euro-Nevada, i n the f o u r t h quarter of 1996. 
The proceeds of $2.5 m i l l i o n were r e t a i n e d by Hecla under the 
terms of the agreement w i t h Newmont. 

U n t i l 1991, a l l s i g n i f i c a n t g o l d m i n e r a l i z a t i o n and most of the 
115,000 feet of d r i l l i n g i n 167 holes had been completed on what 
was known as the Dozer H i l l Zone, a northeast t r e n d i n g zone 
extending a distance of about 1,500 fe e t w i t h i n p o r t i o n s of 10 
claims w i t h i n the Rosebud c l a i m s . Further d e l i n e a t i o n d r i l l i n g 
during 1994 r e s u l t e d i n i d e n t i f y i n g two d i s t i n c t m i n e r a l i z e d 
zones, the South Zone and the North Zone, w i t h i n the o r i g i n a l 
Dozer H i l l Zone. 

In 1991, 58,691 f e e t of d r i l l i n g was c a r r i e d out to t e s t 
e x p l o r a t i o n t a r g e t s east of the South Zone and t o f u r t h e r 
evaluate the property. This e x p l o r a t i o n d r i l l i n g encountered a 
new zone of high-grade go l d m i n e r a l i z a t i o n (the East Zone) about 
1,000 feet east of the South Zone contained i n p o r t i o n s of three 
claims w i t h i n the Rosebud c l a i m s . M i n e r a l i z a t i o n i s r e l a t e d t o 
the low angle South Ridge f a u l t which u n d e r l i e s most of the area 
of, i n t e r e s t . M i n e r a l i z a t i o n i n the South and North Zones occur 
above t h i s f a u l t w hile m i n e r a l i z a t i o n i n the East Zone occurs 
w i t h i n and below t h i s f a u l t . 

Gold m i n e r a l i z a t i o n i n the South, North and East Zones, as i n 
many other v o l c a n i c - h o s t e d g o l d d e p o s i t s , i s e r r a t i c a l l y 
d i s t r i b u t e d w i t h numerous low-grade d r i l l hole i n t e r c e p t s 
i n t e r s p e r s e d w i t h higher grade d r i l l hole i n t e r c e p t s over an area 
of approximately 1,000 fe e t east-west and 1,000 feet north -south. 
D r i l l i n g has a l s o i n t e r s e c t e d f u r t h e r m i n e r a l i z a t i o n 
approximately 700 feet west of the East Zone. 

In 1992, an a d d i t i o n a l 35,000 feet of d r i l l i n g i n 56 holes was 
completed on the Rosebud Mine. This was fol l o w e d by p r e l i m i n a r y 
m e t a l l u r g i c a l s t u d i e s and permit p r e p a r a t i o n f o r an advanced 
underground e x p l o r a t i o n program. The underground e x p l o r a t i o n 
program commenced i n December 1993. During 1994, underground 
work inc l u d e d completion of 3,600 f e e t of d r i f t i n g , 25,000 f e e t 
of 

-17-

<PAGE> 19 

underground diamond d r i l l i n g , and 30,000 feet of surface diamond 
d r i l l i n g designed to f u r t h e r d e l i n e a t e the orebody. 

Engineering and f i n a l design work was completed during 1994 and 
1995 culminating i n the p r e p a r a t i o n of a f e a s i b i l i t y study. 
Permit r e l a t e d work, which began during 1994, was completed 
during 1996. 

Following completion of c o n s t r u c t i o n and mine development 
a c t i v i t i e s , the mine commenced operations i n March of 1997. The 
Company's share of produc t i o n i n 1997 was approximately 47,000 
gold ounces and 169,000 s i l v e r ounces. 

Mine production during 1997 averaged i n excess of 750 tons per 
day of ore. Feed grades to the m i l l were as expected during the 
f i r s t year of production, 0.494 g o l d ounces per ton and 2.96 
s i l v e r ounces per ton. The ore produced from the mine i s 
processed i n a conventional carbon i n leach c i r c u i t . The m i l l 
produces a high q u a l i t y g o l d - s i l v e r dore. During 1997, 95.9% of 
the gold and 57.5% of the s i l v e r processed at the m i l l were 
economically recovered. 
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The cash o p e r a t i n g c o s t , t o t a l cash cost, and t o t a l production 
cost per ounce of g o l d during the f i r s t year of o p e r a t i o n were 
$137, $156, and $263, r e s p e c t i v e l y . Mine p r o d u c t i o n and mine 
s i t e general and a d m i n i s t r a t i v e costs as w e l l as c a p i t a l i z e d 
c o n s t r u c t i o n costs were a l l s i g n i f i c a n t l y lower than a n t i c i p a t e d 
during the year. 
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The f o l l o w i n g t a b l e presents the production, Proven and Probable 
ore reserves, and average cost per ounce of gold produced f o r the 
Rosebud mine as of the dates i n d i c a t e d : 

Production (50%) 

Years 

1996 

Ore m i l l e d 
Gold Recovered (ounces) 
S i l v e r Recovered (ounces) 

99,050 
46,974 

168,584. 

Proven and Probable 
Ore Reserves (1,2,3,4) 

T o t a l t o n s 471,521 638,317 1,189,000 

Gold (ounce per ton) 0.42 0 0.3 92 0.452 
Contained g o l d (ounces) 197,817 249,942 538,000 
S i l v e r (ounces per ton) 2.92 2". 70 2.75 
Contained s i l v e r (ounces) 1,378,201 1,713,945 3,275,000 

Average Cost per Ounce 
of Gold Produced 

Cash operating c o s t s 
T o t a l cash costs 
T o t a l p r o d u c t i o n c o s t s 

$ 137 
$ 156 
$ 263 

(1) Proven and Probable ore reserves i n 1996 and 1997 r e f l e c t 
o nly the Company's share (50%) pursuant t o the September 6, 1996 
sa l e of a 50% i n t e r e s t i n i t s Rosebud property. I f the Company 
had o n l y a 50% i n t e r e s t i n 1995, the Company's share of contained 
gold and s i l v e r ounces would have been 269,000 and 1,637,500 
r e s p e c t i v e l y . 

(2) For Proven and Probable ore reserve assumptions, i n c l u d i n g 
assumed metals p r i c e s , see Glossary of C e r t a i n Mining Terms. 

(3) The decrease i n the tons of Proven and Probable ore reserves 
i n 1997 compared to 1996 i s a t t r i b u t a b l e to production during 
1997 and a decrease i n d i l u t i o n i n the South Zone from 27.6% at a 
gold grade of 0.074 oz./ton and a s i l v e r grade of 0.75 oz./ton to 

http://globaldocuments.momingstoxom/DocumentLibraiy/Doci^ 11/7/2011 



Page 16 of 83 

13.8% at a gold grade of 0.77 oz./ton and a. s i l v e r grade of 1.06 
oz./ton. This r e d u c t i o n i n d i l u t i o n f o r the South Zone i s based 
oh a c t u a l d i l u t i o n f i g u r e s from production during 1997 and 
represents the s u b t r a c t i o n , of 40,800-tons (50%) grading .0.077 oz 
Au/ton, 1.06 oz:/ton from the 1996 reserve. 

(4) The decrease i n tons of Proven and Probable ore reserves and 
decreased contained g o l d i n 1996 compared to 1995, i s p r i n c i p a l l y 
a t t r i b u t a b l e t o the s a l e of a 50% i n t e r e s t i n the property. 

. A d d i t i o n a l l y , a decrease in.the s p e c i f i c g r a v i t y used f o r 
c a l c u l a t i n g tonnage, r e v i s e d geologic and s t a t i s t i c a l 
i n t e r p r e t a t i o n based on i n - f i l l d r i l l i n g i n the South Zone of the 
deposit, increased d i l u t i o n tonnage, and a decrease i n the 
d i l u t i o n grade r e s u l t e d i n an increase i n ton's of Proven and 
Probable ore reserves, and a decrease i n gol d ore grade and , 
contained g o l d ounces. 

As of December 31, 1997, there were 100 employees at the Rosebud 
mine. The employees at the mine are not represented by a 
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bargaining agent. The Rosebud mine uses power provided by S i e r r a 
P a c i f i c Power. 

INDUSTRIAL MINERALS SEGMENT 

The Company's p r i n c i p a l i n d u s t r i a l minerals assets are i t s b a l l 
c l a y operations i n Kentucky, Tennessee, and M i s s i s s i p p i ; i t s 
k a o l i n operations i n South C a r o l i n a and Georgia; i t s f e l d s p a r 
operations i n North C a r o l i n a ; i t s c l a y s l u r r y p l a n t i n Monterrey, 
Mexico; i t s lawn and garden products operations i n Idaho, western 
Montana and South Dakota; and i t s s p e c i a l t y aggregate operations 
( p r i m a r i l y s c o r i a ) i n southern Colorado and northern New Mexico. 
The Company conducts these operations through four w holly owned 
s u b s i d i a r i e s : (1) Kentucky-Tennessee Clay Company (K -T C l a y ) , 
which operates i t s b a l l c l a y and k a o l i n d i v i s i o n s ; (2) K -T 
Feldspar Corporation (K-T F e l d s p a r ) , which operates the f e l d s p a r 
business; (3) K-T Clay de Mexico, S.A. de C.V. (K -T Mexico), 
which operates the c l a y s l u r r y p l a n t business; and (4) MWCA, * 
which operates the lawn and garden products business and the 
Company's s p e c i a l t y aggregate business. 

K-T CLAY BALL CLAY DIVISION 

K-T Clay i s the- l a r g e s t s u p p l i e r of premium b a l l c l a y to - North 
America, and second worldwide. B a l l c l a y i s of sedimentary 
o r i g i n and c o n s i s t s of s e v e r a l b a s i c c l a y minerals along w i t h a 
s l i g h t amount of organic content, a combination of m a t e r i a l s t h a t 
gives b a l l c l a y i t s unique chara c t e r . The p r i n c i p a l use of b a l l 
c l a y i s i n the ceramic and p o r c e l a i n f i e l d s , which-includes use 
f o r such items as p o t t e r y , dinnerware, t i l e , e l e c t r i c a l 
i n s u l a t o r s and sanitaryware. B a l l c l a y i s a l s o used i n 
r e f r a c t o r i e s and abra s i v e s and has a p p l i c a t i o n s i n other 
s p e c i a l t y i n d u s t r i e s as w e l l . 

Mining of b a l l c l a y i s accomplished through s t r i p mining methods. 
The mining a c t i v i t y r e q u i r e s d e f i n i t i o n d r i l l i n g and the removal 
of overburden i n order to expose the c l a y s t r a t a t o be mined. 
Mining a c t i v i t y i s s e l e c t i v e based on c l a y grade and s t r a t a 
c o n t r o l . The c l a y s are mined w i t h loaders and backhoes, loaded 
i n t o trucks and hauled t o one of K -T Clay's p l a n t s f o r 
processing. Processing of b a l l c l a y c o n s i s t s of shredding and 
c l a s s i f i c a t i o n of c l a y by va r i o u s grades, hammer or r o l l e r 
m i l l i n g to reduce p a r t i c l e s i z e , d r y i n g and packaging. The 
grades can be shipped i n bulk or blended and bagged i n order to 
meet a p a r t i c u l a r customer's requirements. A p a r t i c u l a r c l a y or 
blend of s e v e r a l c l a y s can a l s o be shipped t o customers i n a 
water s l u r r y form i n tanker tr u c k s or r a i l c a rs. 

There are many grades of b a l l c l a y which K -T Clay mines, 
processes and blends t o meet the s p e c i f i c a t i o n s and requirements 
of i t s va r i o u s customers. D i f f e r e n t uses may req u i r e mixtures of 
b a l l c l a y having s u b s t a n t i a l l y d i f f e r e n t p h y s i c a l p r o p e r t i e s , and 
K-T 
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Clay, through many years of experience and ongoing research 
performed i n i t s l a b o r a t o r i e s , possesses the e x p e r t i s e and vast 
reserves of v a r i o u s types of b a l l c l a y s that enables i t t o 
respond t o changes i n customer requirements w i t h minimal advance 
n o t i c e . The marketing of b a l l c l a y s i s d i r e c t e d from K -T Clay's 
headquarters i n M a y f i e l d , Kentucky and N a s h v i l l e , Tennessee. K -T 
Clay's marketing personnel are t r a i n e d i n ceramic engineering o r 
r e l a t e d t e c h n i c a l f i e l d s , which a l s o has enabled K -T Clay to 
respond t o changes i n i t s customer requirements. 

K-T Clay mines and processes d i f f e r e n t grades of b a l l c l a y s i n 
Kentucky, Tennessee and M i s s i s s i p p i . K -T Clay has i d e n t i f i e d or 
de l i n e a t e d d e p o s i t s of b a l l c l a y on numerous p r o p e r t i e s . Such 
p r o p e r t i e s are e i t h e r owned i n fee simple or h e l d under long -term 
l e a s e . The r o y a l t i e s or other h o l d i n g costs of leased p r o p e r t i e s 
are c o n s i s t e n t w i t h the i n d u s t r y , and the e x p i r a t i o n of any 
p a r t i c u l a r lease would not a f f e c t K-T Clay's a b i l i t y t o operate 
at current l e v e l s of oper a t i o n s . K-T Clay has s u f f i c i e n t mineral 
reserve p o s i t i o n s t o maintain current operations i n excess of 20 
years. K-T Clay i s a l s o c o n t i n u o u s l y e x p l o r i n g f o r new dep o s i t s 
of b a l l c l a y , e i t h e r t o replace c e r t a i n grades of c l a y that may 
become mined out o r to l o c a t e new dep o s i t s that can be.mined at 
lower c o s t . 

Minimum standards f o r s t r i p mining reclamation have been 
e s t a b l i s h e d by v a r i o u s governmental agencies which a f f e c t K -T 
Clay's b a l l c l a y mining o p e r a t i o n s . The Tennessee Surface Mining 
Law and the M i s s i s s i p p i G e o l o g i c a l Economics and Topographical 
Survey, D i v i s i o n of Mining and Reclamation, r e q u i r e a l l b a l l c l a y 
producers, i n c l u d i n g K-T Clay, to post a performance bond on 
acreage to be d i s t u r b e d . The release of the bond is.dependent on 
the s u c c e s s f u l grading, seeding and p l a n t i n g of s p o i l areas 
a s s o c i a t e d w i t h current mining operations. In a d d i t i o n , the 
United States Environmental P r o t e c t i o n Agency has is s u e d 
g u i d e l i n e s and performance standards which K -T Clay must meet. 
K-T Clay may be r e q u i r e d to o b t a i n other l i c e n s e s or permits from 
time to time, but i t i s not expected that any such requirements 
w i l l have a m a t e r i a l e f f e c t upon the Company's r e s u l t s of 
operations or f i n a n c i a l c o n d i t i o n . 

There were 182 people employed by K -T Clay at i t s b a l l c l a y 
operations as of December 31, 1997. Some of the h o u r l y employees 
are represented by the United Steelworkers of America. The 
employment of these employees i s subject to a four -year l a b o r 
agreement which e x p i r e s on February 8, 2000. The net book value 
of the K-T b a l l c l a y d i v i s i o n p r o p e r t i e s , p l a n t s and equipment 
was $7.9 m i l l i o n at December 31, 1997. 

K-T CLAY DE MEXICO, S.A. DE C.V. 

In 1993, K-T Clay completed c o n s t r u c t i o n of i t s c l a y s l u r r y p l a n t 
i n Monterrey, Mexico, which now s u p p l i e s c l a y s l u r r y to the 
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Mexican ceramics i n d u s t r y . P r i o r t o c o n s t r u c t i o n , semi - d r i e d 
c l a y was shipped t o Mexico. The p l a n t was b u i l t to provide 
Mexican customers w i t h a h i g h - q u a l i t y c l a y s l u r r y product, at an 
economical p r i c e and to permit K-T t o be the vendor of choice i n 
Mexico. Reducing f r e i g h t c o s t s , a bulk a i r - f l o a t e d c l a y weighing 
s u b s t a n t i a l l y l e s s than c l a y s l u r r y i s now shipped by r a i l from 
K-T Clay's domestic operations to the K -T Mexico s l u r r y p l a n t i n 
Monterrey. The c l a y i s blended t o customer s p e c i f i c a t i o n s and 
converted to a s l u r r y form f o r f i n a l shipment to i t s customers i n 
the r e g i o n . K-T Mexico a l s o uses i t s Monterrey f a c i l i t i e s t o 
blend complete prepared ceramic bodies f o r i t s sanitaryware 
customers. The complete bodies, which are s u p p l i e d ready to use, 
u t i l i z e K-T's s l u r r y and l o c a l i n g r e d i e n t s purchased i n the 
domestic market. 

At December 31, 1997, the net book value of K -T Mexico's p r o p e r t y 
and a s s o c i a t e d p l a n t and equipment was $3.0 m i l l i o n . K -T Mexico 
u t i l i z e s e l e c t r i c a l power from the l o c a l p u b l i c u t i l i t y . There 
were 22 people employed by K-T Mexico as of December 31, 1997, 
represented by the I n d u s t r i a l Labor Union of Nuevo Leon. The 
lab o r agreement i s r e n e g o t i a t e d every three years. The present 
l a b o r agreement e x p i r e s November 30, 1998. 
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P r i o r to the second quarter of 1995, K -T Mexico's f u n c t i o n a l 
currency was the Mexican peso. During the second quarter of 
1995, K-T Mexico commenced i n v o i c i n g i t s customers i n U.S. 
d o l l a r s i n s t e a d of the Mexican peso. This change i n d i c a t e d a 
.change i n the f u n c t i o n a l currency from the Mexican peso t o the 
U.S. d o l l a r . The change in,the f u n c t i o n a l currency has been 
accounted f o r p r o s p e c t i v e l y commencing i n the second quarter of 
1995. T r a n s l a t i o n adjustments from p r i o r periods are in c l u d e d i n 
shareholders' e q u i t y . The t r a n s l a t e d amounts f o r nonmonetary 
assets p r i o r t o the change have become the accounting b a s i s f o r 
those a s s e t s . 

The d e c l i n e of the Mexican peso has not s i g n i f i c a n t l y impacted 
the r e s u l t s at K-T Mexico as both funding f o r operations and . 
sales are denominated i n d o l l a r s . Further, d e c l i n e s i n the 
Mexican peso, or a c c e l e r a t e d l e v e l s of i n f l a t i o n . i n Mexico, 
could, however, adversely impact the • Company's Mexican 
operations. 

K-T.CLAY KAOLIN DIVISION 

K-T. Clay acquired the k a o l i n operations and assets of Cyprus 
Minerals Company's c l a y d i v i s i o n on February 17, 1989, i n c l u d i n g 
k a o l i n mines and p l a n t s at Deepstep and S a n d e r s v i l l e , Georgia, 
and Aiken, South C a r o l i n a . On June 1, 1995, K -T Clay acquired 
the operation and assets of the Langley p l a n t of JM Huber 
Corporation i n Langley, South C a r o l i n a . K a o l i n , or china c l a y , 
i s a near white c l a y of sedimentary o r i g i n , and i s consumed i n a 
v a r i e t y of end uses i n c l u d i n g ceramic whiteware, t e x t i l e . grade 
f i b e r g l a s s , rubber and paper f i l l e r , and miscellaneous p l a s t i c s , 
adhesives and 
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pigment a p p l i c a t i o n s . K a o l i n i s a unique i n d u s t r i a l mineral 
because of i t s wide range of chemical and p h y s i c a l p r o p e r t i e s . 
The K-T Clay k a o l i n d i v i s i o n mines, processes, and blends 
numerous grades • of c l a y t o meet the s p e c i f i c a t i o n s and 
requirements of i t s customers. 

Markets f o r K-T Clay's k a o l i n products are s i m i l a r to b a l l c l a y 
and adverse s h i f t s i n market demand could occur due to mineral 
s u b s t i t u t i o n and decreased demand f o r end -use products, which 
could a d v e r s e l y impact the demand f o r k a o l i n . K a o l i n c u r r e n t l y 
competes w i t h minerals such as calcium carbonate i n many f i l l e r 
a p p l i c a t i o n s , but the s u b s t i t u t i o n of other minerals f o r k a o l i n 
i n ceramic and f i b e r g l a s s a p p l i c a t i o n s i s p r e s e n t l y l i m i t e d . The 
marketing of k a o l i n t o the ceramics i n d u s t r y i s c a r r i e d out by K -
T Clay's s a l e s f o r c e . Marketing t o other i n d u s t r i e s i s done 
through s a l e s and d i s t r i b u t i o n agents. 

K a o l i n i s mined by open-pit methods. Ore bodies are i d e n t i f i e d 
and d e l i n e a t e d by e x p l o r a t i o n d r i l l i n g and overburden i s removed 
by scrapers down t o favorable c l a y s t r a t a . S e l e c t mining of c l a y 
i s then accomplished by backhoe w i t h over -the-road t r u c k haulage 
to the processing and s t o c k p i l i n g f a c i l i t i e s . K -T Clay operates 
k a o l i n mines i n Georgia, s e r v i n g i t s processing p l a n t s l o c a t e d at 
S a n d e r s v i l l e and Deepstep, Georgia. K -T Cl a y a l s o operates 
k a o l i n mines l o c a t e d i n South C a r o l i n a , s e r v i n g a processing 
p l a n t l o c a t e d i n Langley, South C a r o l i n a . 

Processing of the c l a y s i s completed by the a i r - f l o a t i n g method 
where c l a y i s shredded, d r i e d , ground and separated by p a r t i c l e 
s i z e at the S a n d e r s v i l l e , Deepstep and Langley l o c a t i o n s . In 
a d d i t i o n , c l a y i s a l s o processed i n t o a water s l u r r y mixture at 
the S a n d e r s v i l l e l o c a t i o n . 

K-T Clay's k a o l i n d i v i s i o n holds i n excess of 20 years of mineral 
reserves based on current s a l e s and product mix. - Reserves are 
h e l d , on fee simple and leased property. K -T Clay i s a l s o 
continuously e x p l o r i n g f o r new dep o s i t s of k a o l i n , e i t h e r t o 
replace c e r t a i n grades of k a o l i n that may become mined out or t o 
loc a t e new de p o s i t s that can be mined at lower c o s t . 

The k a o l i n d i v i s i o n operates i t s mines i n Georgia and South 
C a r o l i n a under mine permits i s s u e d by the Environmental 
P r o t e c t i o n D i v i s i o n , Department of N a t u r a l Resources of the State 
of Georgia, and the Land Resource Conservation Commission, 
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D i v i s i o n of Mining and Reclamation of the State of South 
C a r o l i n a . A l l mines and pro c e s s i n g p l a n t s have current permit 
s t a t u s and are i n good standing. 

There were 121 people employed by K-T Clay at i t s k a o l i n d i v i s i o n 
as of December 31, 1997, w i t h l e s s than 25% of the labor force 
being represented by the Cement, Lime, Gypsum and A l l i e d Workers, 
D i v i s i o n of I n t e r n a t i o n a l Brotherhood of Boilermakers. The 
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current l a b o r c o n t r a c t at the S a n d e r s v i l l e , Georgia o p e r a t i o n 
e x p i r e s on March 1, 1999. 

Botn the b a l l c l a y and k a o l i n d i v i s i o n s of K -T Clay's p l a n t s and 
equipment have been o p e r a t i o n a l i n excess of 29 years. The 
Company has upgraded and modernized these f a c i l i t i e s over the 
years and has a c o n t i n u i n g maintenance program t o maintain the 
pl a n t and equipment i n good p h y s i c a l and operating c o n d i t i o n . 
The net book value of the K-T Clay k a o l i n d i v i s i o n property and 
i t s a s s o c i a t e d p l a n t and equipment was $14.6 m i l l i o n as of 
December 31, 1997. K-T Clay u t i l i z e s power from s e v e r a l p u b l i c 
u t i l i t i e s as w e l l as l o c a l u t i l i t y cooperatives l o c a t e d i n the 
v i c i n i t y of K-T Clay's o p e r a t i n g p l a n t s . 

K-T FELDSPAR CORPORATION 

The Company acquired the operations and assets of K -T Feldspar on 
December 13, 1990, i n c l u d i n g sodium f e l d s p a r mines, and a 
processing p l a n t l o c a t e d near Spruce Pine, North C a r o l i n a . 
Feldspars are a mineral group th a t are the major c o n s t i t u e n t s of 
igneous rocks and important c o n s t i t u e n t s of other major rock 
types. The f e l d s p a r s are the most widespread mineral group and 
make up 60% of the earth's c r u s t . Chemically the f e l d s p a r s are 
a l u m i n o s i l i c a t e s t h a t c o n t a i n potassium, sodium and calcium. . 

K-T Feldspar mines, processes and blends sodium f e l d s p a r and 
f e l d s p a r - s i l i c a products. I t a l s o produces by -product mica 
concentrate and c o n s t r u c t i o n sand. K -T Feldspar products are 
p r i m a r i l y used i n the ceramic whiteware, g l a s s and p a i n t 
i n d u s t r i e s . 

Markets f o r f e l d s p a r have f l u c t u a t e d s l i g h t l y over time as a 
r e s u l t of mature market c o n d i t i o n s . However, adverse s h i f t s i n 
market demand co u l d occur due to mineral s u b s t i t u t i o n and 
decreased demand f o r end-use products. Feldspar c u r r e n t l y 
competes w i t h nepheline s y e n i t e and s i l i c a i n some market 
segments and S u b s t i t u t i o n between minerals i s l i n k e d t o 
economics, p h y s i c a l - c h e m i c a l c h a r a c t e r i s t i c s and s u p p l i e r 
r e l i a b i l i t y . The marketing of f e l d s p a r to the ceramics and 
f i l l e r i n d u s t r i e s i s c a r r i e d out by K -T Clay's s a l e s force and 
through s a l e s and d i s t r i b u t i o n agents. 

Feldspar ore i s mined by open-pit methods using a 40 -foot bench 
mining p l a n . Ore i s d r i l l e d and b l a s t e d , loaded by h y d r a u l i c 
shovel or front-end l o a d e r i n t o o f f -highway dump truc k s and 
transported to the pr o c e s s i n g p l a n t . K -T Feldspar operates 
s e v e r a l mine l o c a t i o n s i n the Spruce Pine, North C a r o l i n a area, 
a l l s e r v i n g the c e n t r a l l y l o c a t e d processing p l a n t . Processing 
of the f e l d s p a r ores c o n s i s t s of" crushing, g r i n d i n g , d e n s i t y 
separation v i a f l o t a t i o n , d r y i n g and high i n t e n s i t y magnetic 
separation. 
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K-T Feldspar holds i n excess of 20 years of mineral reserves 
based on current s a l e s , product mix and lease terms. Reserves 
are held on fee simple and leased p r o p e r t i e s . 

K-T Feldspar operates i t s mines and p l a n t under permits issued by 
the North C a r o l i n a Department of Nat u r a l Resources and Community 
Development. A l l permits are i n good standing. 

K-T Feldspar's p l a n t and equipment have been o p e r a t i o n a l i n 
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excess of 29 years.. The Company has upgraded and modernized 
these f a c i l i t i e s over the years and has a co n t i n u i n g maintenance 
program to' maintain the p l a n t and equipment i n good p h y s i c a l and 
operating c o n d i t i o n . The net book value of the K -T Feldspar 
property and i t s a s s o c i a t e d p l a n t and equipment was $4.6 m i l l i o n 
as of December 31, 1997. C a r o l i n a Power & Li g h t Company, a 
regulated p u b l i c u t i l i t y , provides the e l e c t r i c power u t i l i z e d 
f o r operations at K-T Feldspar. 

There were 48 employees employed by K -T Feldspar as of 
December 31, 1997; none of whom are represented by a barga i n i n g 
agent. 

MWCA, INC. - MOUNTAIN WEST PRODUCTS DIVISION 

The Company acquired the operations and assets of Mountain West 
i n December 1993, i n c l u d i n g processing p l a n t s i n Rexburg, Idaho 
and Superior, Montana. In A p r i l 199S, Mountain West purchased 
the, assets of Western Bark Company, which i n c l u d e d p r o c e s s i n g 
p l a n t s at Kamiah, Idaho; Osburn, Idaho; and Piedmont, South 
Dakota. . In 1997, Mountain West Products, Inc. and Colorado 
Aggregate Company of New Mexico, both wholly owned s u b s i d i a r i e s 
of the Company, were • combined i n t o MWCA. MWCA -Mountain West 
Products d i v i s i o n ' s primary business i s the purchasing, 
processing and marketing of c e r t a i n wood by -products from lumber 
m i l l i n g operations i n the western intermountain re g i o n . These 
products are s o l d as organic s o i l amendments, organic landscape 
mulches and organic decorative landscape ground cover. 

The wood by-products are purchased by MWCA and tran s p o r t e d by 
truck f o r processing at i t s p l a n t s . The pro c e s s i n g p l a n t s are 
owned by MWCA and the sources of wood by -product supply are h e l d 
under c o n t r a c t s . The lumber m i l l s , which supply the wood by -
products, are not owned by MWCA. MWCA's p l a n t s are l o c a t e d near 
the current sources of the raw m a t e r i a l s to reduce t r a n s p o r t a t i o n 
c o s t s . The p r i n c i p a l customers are lawn and garden r e t a i l 
o u t l e t s , lawn and garden product d i s t r i b u t o r s and discount r e t a i l 
chain s t o r e s . 

Most s a l e s are i n the western U.S. and take place i n the f i r s t 
s i x months of the year due to the s e a s o n a l i t y of the market. The 
pl a n t s have operated i n excess of 16 years at Rexburg, nine years 
at Superior, nine years at Kamiah, and seven years at Piedmont. 
In 
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l a t e 1996, the equipment and processing c a p a c i t y of the Osburn 
p l a n t was co n s o l i d a t e d w i t h the Superior p l a n t due t o cl o s e 
p r o x i m i t y of p l a n t s and operating e f f i c i e n c i e s . A l l p l a n t s are 
maintained and upgraded c o n t i n u a l l y and are i n good working 
order. The net book value of the a s s o c i a t e d p l a n t and equipment 
was approximately $5.7 m i l l i o n as of December 31, 1997. 

Utah Power and L i g h t , Montana Power Company, Idaho County L i g h t , 
and Black H i l l s Power, provide e l e c t r i c a l power u t i l i z e d by the 
operations at Rexburg, Superior, Kamiah, and Piedmont, 
r e s p e c t i v e l y . 

Mountain West had 111 employees as of December 31, 1997; none of 
whom are represented by a bargaining agent. 

MWCA, INC. - COLORADO AGGREGATE DIVISION 

MWCA-Colorado Aggregate d i v i s i o n (CAC) mines and s e l l s v o l c a n i c 
rock (scoria) f o r use as b r i q u e t t e s i n gas barbecue g r i l l s , as 
decorative ground cover, and p a i n t s g r a v e l bedding which i s used 
i n aquariums. V o l c a n i c s c o r i a i s a l i g h t w e i g h t c l i n k e r - l i k e 
m a t e r i a l produced during gaseous v o l c a n i c eruptions that form 
c i n d e r cones. These cones occur f r e q u e n t l y i n the g e o l o g i c a l 
environment but are unique by de n s i t y , t e x t u r e and c o l o r . 

The Company operates mines at Mesita, Colorado, and i n northern 
New Mexico as w e l l as processing p l a n t s at San Acacio and 
Antonito, Colorado, and Neosho, M i s s o u r i . A l l mining i s open p i t 
w i t h minimal requirements f o r the removal of overburden. 

The p r i n c i p a l customers f o r s c o r i a b r i q u e t t e s are manufacturers 
and r e t a i l e r s of gas barbecue g r i l l s . Landscapers, d i s t r i b u t o r s 
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of landscaping m a t e r i a l s , lawn and garden r e t a i l e r s and discount 
chain s t o r e s are the p r i n c i p a l customers f o r s c o r i a landscape 
stone. Pet supply r e t a i l e r s and discount chain s t o r e s are the 
p r i n c i p a l customers f o r aquarium g r a v e l . 

The Mesita mine i s owned by CAC. Due t o the seasonal nature of 
CAC's business, i t i s u s u a l l y a n t i c i p a t e d that most of i t s annual 
s a l e s and p r o f i t s w i l l be generated i n the f i r s t two quarters of 
each calendar year. The Company has over- seven years of mineral 
reserves a t the M e s i t a , Colorado, l o c a t i o n and has developed i n 
excess of nine years of mineral reserves at the R e d . H i l l mine, i n 
northern New Mexico, which i s under lease from the Bureau of Land 
Management. CAC purchases the rock used f o r aquarium g r a v e l . 

CAC's p l a n t s and equipment have been o p e r a t i o n a l i n excess of 23 
years. The Company has upgraded and modernized these f a c i l i t i e s 
over the years and has a c o n t i n u i n g maintenance program t o 
maintain the p l a n t and equipment i n good p h y s i c a l and ope r a t i n g 
c o n d i t i o n . The net book value of CAC' s p r o p e r t y and i t s 
as s o c i a t e d p l a n t s and equipment was $3.7 m i l l i o n as of 
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December 31, 1997. P u b l i c Service Company of Colorado, San L u i s 
V a l l e y R u r a l E l e c t r i c Cooperative, and Empire D i s t r i c t E l e c t r i c 
Company provide the e l e c t r i c power u t i l i z e d f o r operations at 
CAC. 

CAC had 86 employees as of December 31, 1997. During December 
1997, the h o u r l y employees of CAC voted i n fa v o r of being 
represented by the Teamsters Union. A d e f i n i t i v e l a b o r agreement 
i s expected to be negotiated during the e a r l y p a r t of 1998. 

PROPERTIES ON STANDBY 

GENERAL 

Various mining operations of the Company have been pl a c e d on a 
standby b a s i s . P l a c i n g a mining property on a standby b a s i s 
during p e r i o d s of depressed metals p r i c e s , thereby p r e s e r v i n g a 
depletable asset, i s common i n the mining i n d u s t r y . The 
s i g n i f i c a n t p r o p e r t i e s on standby at December 31, 1997, are 
described below. 

REPUBLIC MINE - REPUBLIC, WASHINGTON 

The Company owns the Republic mine l o c a t e d i n the Republic Mining 
D i s t r i c t near Republic, Washington. In February 1995, the 
Company completed operations at the Republic mine and has 
commenced rec l a m a t i o n work i n connection w i t h the mine and m i l l 
c l o s u r e . The Company's land p o s i t i o n i n the Republic area 
c o n s i s t s of approximately f i v e square m i l e s . In August 1995, the 
Company entered i n t o an agreement w i t h Newmont to explore and 
develop the Golden Eagle deposit on the Republic mine property. 
Newmont conducted extensive e x p l o r a t i o n on the property and i n 
the t h i r d q u a r t e r of 1996 entered i n t o a j o i n t venture agreement 
concerning the property. Newmont p a i d Hecla $2.5 m i l l i o n f o r an 
immediate 75% i n t e r e s t i n the j o i n t venture. Newmont i s r e q u i r e d 
to fund a l l expenditures necessary at the Golden Eagle through 
the f e a s i b i l i t y stage. 

At December 31, 1997, the accrued reclamation and c l o s u r e costs 
t o t a l e d $5.0 m i l l i o n . Reclamation and cl o s u r e e f f o r t s commenced 
i n 1995. Reclamation and cl o s u r e costs expenditures t o t a l i n g 
approximately $1.2 m i l l i o n d uring 1997 were charged against the 
p r e v i o u s l y e s t a b l i s h e d reclamation and cl o s u r e cost a c c r u a l . 
These expenditures r e l a t e d t o c l o s i n g abandoned mine openings, 
and p l a c i n g r o c k f i l l i n the t a i l i n g s pond, which i s i n the 
process of being c l o s e d . A l s o during 1997, the m i l l was s o l d and 
i s being removed. A d d i t i o n a l y during 1997, the reclamation 
balance was reduced by $0.2 m i l l i o n to r e f l e c t c u rrent estimates 
of remaining work t o be performed. 

The remaining net book value of the Republic mine property and 
i t s a s s o c i a t e d p l a n t and equipment was approximately $0.6 m i l l i o n 
as of December 31, 1997. 
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There' were four people employed by the Company at the Republic 
mine at December 31, 1997. Employees at Republic are not 
represented by a b a r g a i n i n g agent. 

GROUSE CREEK GOLD MINE - IDAHO 

The Grouse Creek mine i s l o c a t e d i n c e n t r a l Idaho, 27 miles 
southwest of the town of C h a l l i s i n the Yankee Fork Mining 
D i s t r i c t . M i n e r a l r i g h t s comprising the mine cover 9.1 square 
miles, and c o n s i s t of 18 patented lode mining claims, and two 
patented p l a c e r c l a i m s , 43 unpatented m i l l s i t e c laims, and 17 
unpatented lode claims f o r which patent a p p l i c a t i o n s are pending. 
The remainder of the mineral r i g h t s i n the Yankee Fork Mining 
D i s t r i c t c o n s i s t of 260 unpatented c l a i m s . The mine c o n s i s t s of 
two d i s t i n c t ore d e p o s i t s : the Sunbeam deposit and the Grouse 
deposit. 

In 1994, the Company s o l d t o Great Lakes a 20% undivided i n t e r e s t 
i n the mine. .Pursuant to the a c q u i s i t i o n and j o i n t venture 
agreements, Great Lakes was req u i r e d t o fund i t s 20% pro - r a t a 
p o r t i o n of a l l c a p i t a l and operating c o s t s . 

Mining i n the Sunbeam p i t began i n l a t e 1994, and operations i n 
1994 and 1995 experienced higher than expected operating costs 
and l e s s than expected operating margins r e s u l t i n g from higher 
than expected s t a r t up costs and lower than expected ore grade. 
Mining i n d i c a t e d t h a t m i l l grade ore occurred i n t h i n n e r , l e s s 
continuous s t r u c t u r e s than had been o r i g i n a l l y i n t e r p r e t e d . The 
Company thus recorded a write-down of the c a r r y i n g value t o t a l i n g 
$97.0 m i l l i o n i n 1995 t o p r o p e r l y r e f l e c t the net r e a l i z a b l e 
value.of i t s i n t e r e s t i n the Grouse Creek j o i n t venture. 

In 1996, the Company completed m e t a l l u r g i c a l t e s t i n g and economic 
a n a l y s i s of the Grouse depos i t . Based upon t h i s a n a l y s i s , the 
Company determined t h a t ore contained i n the Grouse deposit was 
not economical at the then current metals p r i c e s , and the Company 
determined to suspend operations at the Grouse Creek mine 
f o l l o w i n g completion of mining of the remaining ore i n the 
Sunbeam p i t . In connection w i t h t h i s d e c i s i o n , the Company 
recorded 1996 adjustments f o r future severance, h o l d i n g , 
reclamation, and c l o s u r e costs t o t a l i n g $22.5 m i l l i o n , and 
adjustments to the c a r r y i n g value of property, p l a n t , and 
equipment, and i n v e n t o r i e s t o t a l i n g $5.3 m i l l i o n . 

In January 1997, Great Lakes and the Company entered i n t o a 
l e t t e r agreement t e r m i n a t i n g the Grouse Creek j o i n t venture and 
conveying Great Lakes' approximate 20% i n t e r e s t i n the p r o j e c t to 
the Company. Great Lakes r e t a i n e d a 5% def i n e d net proceeds 
i n t e r e s t i n the p r o j e c t . The Company assumed 100% of the 
i n t e r e s t s and o b l i g a t i o n s a s s o c i a t e d w i t h the property. 
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Following completion of mining i n the Sunbeam p i t i n A p r i l 1997, 
the Company pl a c e d the Grouse Creek mine on a care -and-
maintenance s t a t u s . Under U.S. Forest Service agreements, the 
care-and-maintenance p e r i o d f o r the property can on l y extend to 
June 2000. On or before that date, e i t h e r operations must 
recommence or the s i t e must i n i t i a t e f i n a l reclamation. During 
1997, the mine produced 27,158 ounces of gold and 134,797 ounces 
of s i l v e r . 

The approved mining and reclamation plans f o r the f a c i l i t y w i l l 
remain i n e f f e c t during the suspension p e r i o d . During the p e r i o d 
that the property i s on a care-and-maintenance b a s i s , reclamation 
a c t i v i t i e s w i l l be undertaken as necessary to prevent degradation 
of the property. During 1997, the m i l l i n g f a c i l i t i e s were 
mothballed, and the f o l l o w i n g reclamation a c t i v i t i e s were 
completed: the Sunbeam open p i t was regraded and an i n t e r i m cap 
of compacted waste rock was placed on the f l o o r ; the waste rock 
storage f a c i l i t y was regraded to comply w i t h the requirements i n 
the permits f o r permanent reclamation and an i n t e r i m cap of 
compacted waste rock was placed over the e n t i r e s u r f a c e ; the 
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underground a d i t s were sealed and the surface f a c i l i t i e s f o r the 
underground mine were removed, then the s i t e was regraded to 
comply w i t h the requirements i n the permits f o r permanent 
reclamation; and approximately 30 acres of e x p l o r a t i o n roads and 
other d i s t u r b e d areas were regraded, seeded and tr e e s and shrubs 
p l a n t e d f o r f i n a l reclamation. U l t i m a t e l y , at the completion of 
mining, the m i l l i n g f a c i l i t i e s w i l l be removed and the 
foundations b u r i e d . Concurrent reclamation p r a c t i c e s w i l l be 
employed whenever p o s s i b l e . The o r i g i n a l reclamation p l a n 
concepts have been approved by the appropriate s t a t e and f e d e r a l 
agencies, and as new technology and new reclamation p r a c t i c e s 
evolve, they w i l l be evaluated and, when a p p l i c a b l e , proposed to 
the appropriate agencies f o r approval. During 1997, the Company 
increased the a c c r u a l f o r reclamation and c l o s u r e costs by 
approximately $1.7 m i l l i o n to r e f l e c t c u r r e n t estimates of 
remaining reclamation and cl o s u r e c o s t s . As of December 31, 
1997, the Company's a c c r u a l f o r remaining reclamation and cl o s u r e 
costs at the s i t e t o t a l s $18.0 m i l l i o n . 

As of December 31, 1997, there were 19 employees at the Grouse 
Creek mine. The employees are not represented by a ba r g a i n i n g 
agent. 

AMERICAN GIRL MINE - CALIFORNIA 

The Company acquired the American G i r l g o l d mine i n March 1994 as 
part of the Equinox a c q u i s i t i o n . The mine property i s l o c a t e d i n 
Imperi a l County, C a l i f o r n i a . The property i n c l u d e s three mining 
areas: the Padre-Madre area, the American G i r l area, and the Oro 
Cruz area where produ c t i o n commenced i n l a t e 1995. 
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The mine i s managed by MK Gold Company, the Company's j o i n t 
venture p a r t n e r . The Company has a 47% i n t e r e s t i n the mine w i t h 
MK Gold having the remaining 53% i n t e r e s t . MK Gold r e c e i v e s a 
monthly management fee of 2% of c e r t a i n s p e c i f i e d costs of the 
j o i n t venture. C e r t a i n matters regarding the j o i n t venture 
r e q u i r e the approval of the j o i n t venture management committee 
which c o n s i s t s , of two r e p r e s e n t a t i v e s of the Company and two 
re p r e s e n t a t i v e s of MK Gold. 

MK Gold announced plans f o r suspension of American G i r l mine 
operations on September 5, 1996. The j o i n t venture completed a 
thorough e v a l u a t i o n of shutdown and a l t e r n a t i v e o perating 
s t r a t e g i e s f o r the op e r a t i o n and determined no p r a c t i c a l mining 
and p r o c e s s i n g methods c o u l d be developed which would j u s t i f y 
continued o p e r a t i o n s . The remaining Oro Cruz underground 
reserves were not economical due t o high development costs and 
the remaining surface reserves were not economical at current 
metals p r i c e s due t o higher mining costs and s t r i p p i n g r a t i o than 
o r i g i n a l l y expected. As p a r t of the suspension p l a n , the j o i n t 
venture agreed t o a modified program and budget f o r the remainder 
of 1996 which c a l l e d f o r suspension of surface and underground 
mining i n mid-September 1996. Crushing and m i l l i n g operations 
ceased i n mid-October 1996. 

Reclamation a c t i v i t i e s began i n September 1996 and f u l l mine 
reclamation i s expected t o be completed by e a r l y 1999. 
Reclamation a c t i v i t y i n c l u d e s l i m i t e d b a c k f i l l i n g of mine p i t s , 
r e c ontouring and rev e g e t a t i n g p i t s and heap l e a c h pads. F i n a l 
r e clamation w i l l i n c l u d e removal of b u i l d i n g s and cl o s u r e of 
underground mine openings. During 1997,. the Company decreased 
the a c c r u a l f o r reclamation and c l o s u r e c o s t s by approximately 
$1.5 m i l l i o n to r e f l e c t current estimates of remaining 
reclamation and cl o s u r e c o s t s . The reclamation a c c r u a l at 
December 31, 1997, t o t a l e d $1.9 m i l l i o n . 

The American G i r l mine i s h e l d through a combination of patented 
and unpatented claims e i t h e r owned o u t r i g h t or through l e a s e s . 
P r o p e r t i e s are subject to u n d e r l y i n g net smelter r e t u r n r o y a l t i e s 
ranging from 3.5% to 12.5% depending upon the l e s s o r , gold p r i c e 
and recovery of c a p i t a l c o s t s . 

During p r o d u c t i o n through October 1996, ore was processed by 
lea c h i n g and conventional m i l l i n g f a c i l i t i e s owned by the j o i n t 
venture. E l e c t r i c power i s generated on - s i t e by equipment owned 
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by the j o i n t venture.. The f u l l - t i m e employment at the s i t e as of 
December 31, 1997 was .14. Employees are not represented, by a 
bargaining u n i t . 

CACTUS MINE - CALIFORNIA 

The Cactus mine c o n s i s t s of approximately 1,300 acres of 
leasehold lands, mining claims and m i l l s i t e s , and fee property, 
loc a t e d 
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approximately 85 miles northeast*of Los Angeles, C a l i f o r n i a , i n 
the Mojave. Mining D i s t r i c t . The property i s r e a d i l y a c c e s s i b l e 
year-round by all - w e a t h e r roads. The Company c u r r e n t l y has a 
63.75% e f f e c t i v e • i n t e r e s t i n Cactus Gold Mines Company (Cactus) 
and manages Cactus', two open-pit heap leach mines, the Middle 
Buttes. and Shumake. The Company, as manager of Cactus, r e c e i v e s 
a management fee equal t o 2% of net revenues of Cactus as de f i n e d 
i n . the mining venture agreement and i s reimbursed f o r costs 
i n c u r r e d on behalf of Cactus. 

The Middle Buttes mine began produ c t i o n i n August 1986. During 
1991, mining operations were completed at the Middle Buttes mine, 
and the remaining ore w i t h recoverable gold was processed. 
Ri n s i n g of the heap was completed i n 1995, followed by d r a i n -down 
and v e r i f i c a t i o n sampling i n 1996. Reclamation of the Middle 
Buttes heap was completed i n 1997. Development of the Shumake 
mine was completed i n November 1988, w i t h commercial production 
beginning i n December 1988. Mining operations at the Shumake 
mine were completed i n February 1992. Nominal go l d production 
was obtained during 1997 as the Shumake heap r i n s i n g a c t i v i t y was 
completed. Reclamation of the Shumake heap i s p r e s e n t l y scheduled 
f o r 1998. An a d d i t i o n a l r e c l a m a t i o n and cl o s u r e expense of 
$824,000 was recognized i n 1997. At December 31, 1997, the 
accr u a l f o r estimated remaining reclamation and cl o s u r e costs 
t o t a l s $1.2 m i l l i o n . 

The book value of the Company's i n t e r e s t i n the Cactus mine 
property and i t s a s s o c i a t e d p l a n t and equipment was f u l l y 
depreciated as of December 31, 1993. Southern CalEdison s u p p l i e s 
e l e c t r i c a l power to the Cactus mine. As of December 31, 1997, 
there were s i x employees at the Cactus mine. Employees at the 
Cactus mine are not represented by a barga i n i n g agent. 

Cactus i s owned 75% by Middle Buttes Partners L i m i t e d (MBPL) and 
25% by Dakota Mining Corporation (Dakota). MBPL i s a l i m i t e d 
p a r t n e r s h i p i n which the Company i s both the s o l e general partner 
(52.50%) and a l i m i t e d p a r t n e r (11.25%). The Company, as general 
partner of MBPL, r e c e i v e s 75% of the production from Cactus 
subject to payment of 11.25% of the net cash flows to the other 
l i m i t e d p a rtner of MBPL. 

YELLOW PINE MINE - IDAHO 

The Yellow Pine gold mine i s l o c a t e d i n V a l l e y County, Idaho, 
about 50 miles east of McCall i n c e n t r a l Idaho, and i s accessed 
by secondary roads and a i r . The property c o n s i s t s of 26 patented 
claims which are h e l d by the Company under lease from the Bradley 
Mining Company of San F r a n c i s c o , C a l i f o r n i a , and 57 unpatented 
claims. The lease provides f o r p r o d u c t i o n r o y a l t i e s equal to 6% 
of net smelter returns p l u s 10% of cumulative cash flow, and a l s o 
provides f o r a minimum r o y a l t y payment of $3,500 per month 
reduced by current p r o d u c t i o n r o y a l t i e s . Production from the 
oxide 

-31-

<PAGE> 33 

m i n e r a l i z a t i o n ceased i n 1992; the operation has been undergoing 
reclamation s i n c e t h a t time. M i n e r a l i z e d s u l f i d e m a t e r i a l , 
estimated at between 15 and 20 m i l l i o n tons c o n t a i n i n g 
approximately 0.09 ounce of gol d per ton, i s a l s o l o c a t e d on the 
property. The Company continues to seek other p a r t i e s i n t e r e s t e d 
i n the f u r t h e r e x p l o r a t i o n and development of t h i s extensive g o l d 
bearing d e p o s i t . The net book value of the Yellow Pine property, 
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p l a n t and equipment as of December 31, 1997, was approximately 
$0.1 m i l l i o n . 

EXPLORATION 

The Company conducts e x p l o r a t i o n a c t i v i t i e s from i t s headquarters 
i n Coeur d'Alene, Idaho. The Company owns or c o n t r o l s patented 
and unpatented mining c l a i m s , fee land, mineral concessions, and 
s t a t e and p r i v a t e leases i n s i x s t a t e s i n the United States and 
two Mexican s t a t e s . The Company's s t r a t e g y regarding reserve 
replacement i s t o concentrate i t s e f f o r t s on (1) e x i s t i n g 
operations where an i n f r a s t r u c t u r e a l r e a d y e x i s t s , (2) other 
p r o p e r t i e s p r e s e n t l y being developed and advanced -stage 
e x p l o r a t i o n p r o p e r t i e s t h a t have been i d e n t i f i e d as having 
p o t e n t i a l f o r a d d i t i o n a l d i s c o v e r i e s , (3) advanced -stage 
e x p l o r a t i o n a c q u i s i t i o n o p p o r t u n i t i e s , and (4) grass -roots 
e x p l o r a t i o n o p p o r t u n i t i e s . The Company i s c u r r e n t l y 
c o n c e n t r a t i n g i t s e x p l o r a t i o n a c t i v i t i e s at the Lucky F r i d a y and 
Greens Creek s i l v e r mines, the Rosebud go l d mine, i n which the 
Company maintains a 50% i n t e r e s t , the La Choya mine, and other 
p r o p e r t i e s i n Mexico and South America. The Company remains 
a c t i v e i n other e x p l o r a t i o n areas and i s seeking advanced -stage 
a c q u i s i t i o n o p p o r t u n i t i e s p r i n c i p a l l y i n the United States and 
Mexico. 

M i n e r a l e x p l o r a t i o n , p a r t i c u l a r l y f o r g o l d and s i l v e r , i s h i g h l y 
s p e c u l a t i v e i n nature, i n v o l v e s many r i s k s and f r e q u e n t l y i s 
nonproductive. There can be no assurance t h a t the Company's 
mineral e x p l o r a t i o n e f f o r t s w i l l be s u c c e s s f u l . Once 
m i n e r a l i z a t i o n i s discovered, i t may take a number of years from 
the i n i t i a l phases of d r i l l i n g u n t i l p r o d u c t i o n i s p o s s i b l e , 
during which time the economic f e a s i b i l i t y of production may 
change. S u b s t a n t i a l expenditures are r e q u i r e d to e s t a b l i s h ore 
reserves through d r i l l i n g , to determine m e t a l l u r g i c a l processes 
to e x t r a c t the metals from the ore, and, i n the case of new 
p r o p e r t i e s , t o con s t r u c t mining and pr o c e s s i n g f a c i l i t i e s . As a 
r e s u l t of these, u n c e r t a i n t i e s , no assurance can be given t h a t the 
Company's e x p l o r a t i o n programs w i l l r e s u l t i n the expansion or 
replacement of e x i s t i n g reserves that are being depleted by 
current p r o d u c t ion. 

P r o p e r t i e s are c o n t i n u a l l y being added to or dropped from t h i s 
i n v e n t o r y as a r e s u l t of e x p l o r a t i o n and a c q u i s i t i o n a c t i v i t i e s . 
E x p l o r a t i o n expenditures f o r the three years ended December 31,' 
1997, 1996 and 1995 were approximately $7.4 m i l l i o n , $4.8 m i l l i o n 
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and $7.1 m i l l i o n , r e s p e c t i v e l y . E x p l o r a t i o n expenditures f o r 
1998 are estimated to be approximately $3.9 m i l l i o n . 

HEDGING ACTIVITIES 

The Company's p o l i c y g u i d e l i n e s f o r hedging g o l d and s i l v e r 
p r o d u c t i o n permit management t o u t i l i z e . v a r i o u s hedging 
mechanisms f o r up t o 50% of the Company's annual estimated 
a v a i l a b l e metal p r o d u ction. Hedging c o n t r a c t s are r e s t r i c t e d to 
no longer than 36 months without approval of the Company's Board 
of D i r e c t o r s and w i l l be spread among a number of a v a i l a b l e 
customers. At December 31, 1997, the Company had 10% of 1998 
budgeted go l d p r o d u c t i o n and 27% of 1998 budgeted s i l v e r 
p r o d u c t i o n hedged u t i l i z i n g forward s a l e s c o n t r a c t s . The 
Company's p o l i c y w i t h respect to l e a d and zinc' hedging permits 
management t o hedge 30% of estimated annual p r o d u c t i o n of lead 
and z i n c f o r periods not to exceed 12 months. There were no 
hedging c o n t r a c t s f o r lead or z i n c outstanding at December 31, 
1997. None of the aforementioned a c t i v i t i e s have been entered 
i n t o f o r s p e c u l a t i v e purposes at December 31, 1997. For f u r t h e r 
d i s c u s s i o n regarding hedging a c t i v i t i e s , see Notes 1 and 2 of 
Notes to Consolidated F i n a n c i a l Statements and Item 7. 
Management's D i s c u s s i o n and A n a l y s i s of F i n a n c i a l C o n d i t i o n and 
Resul t s of Operations i n t h i s Form 10- K. 

INDUSTRY SEGMENTS 

F i n a n c i a l i n f o r m a t i o n w i t h respect to i n d u s t r y segments i s set 
f o r t h i n Note 9 of Notes t o the Consolidated F i n a n c i a l 
Statements. 
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COMPETITION 

The Company i s engaged i n the mining and processing of gold, 
s i l v e r and other nonferrous metals and i n d u s t r i a l minerals i n the 
United States and Mexico. • The Company encounters strong 
competition from other mining companies i n connection w i t h the 
a c q u i s i t i o n of p r o p e r t i e s producing, or capable of producing, 
gold, s i l v e r and i n d u s t r i a l minerals. The Company a l s o competes 
wi t h other companies both w i t h i n and out s i d e the mining i n d u s t r y 
i n connection w i t h the r e c r u i t i n g and r e t e n t i o n of q u a l i f i e d 
employees knowledgeable i n mining operations. S i l v e r and gold 
are worldwide commodities and, a c c o r d i n g l y , the Company s e l l s i t s 
production at world market p r i c e s . 

The Company cannot compare s a l e s from i t s b a l l c l a y mining 
operations w i t h s a l e s of other b a l l c l a y producers because the 
p r i n c i p a l competitors are -either p r i v a t e l y owned or d i v i s i o n s of 
l a r g e r , d i v e r s i f i e d companies, but the Company b e l i e v e s t h a t K -T 
Clay i s one of the more s i g n i f i c a n t producers of b a l l c l a y i n the 
United S t a t e s . With the a c q u i s i t i o n of k a o l i n assets from Cyprus 
Minerals Company i n 1989 and JM Huber Corporation i n 1995, the 
Company has a l s o become an important producer i n the United 
States of ceramic-grade k a o l i n . The p r i n c i p a l competitors of the 
Company 
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i n the b a l l c l a y i n d u s t r y are H. C. Spinks Clay Company, Watts 
Blake Bearne & Company, and Old Hick o r y Clay Company. The 
p r i n c i p a l competitors of the Company i n the k a o l i n i n d u s t r y , are 
A l b i o n K a o l i n Company, Evans Clay Company, Wilkinson Clay, and 
D i x i e Clay. The Company, w i t h the a c q u i s i t i o n of Indusmin 
Incorporated's f e l d s p a r a s s e t s , i s a l s o a major producer and 
s u p p l i e r of sodium f e l d s p a r products. The p r i n c i p a l competitors 
of the Company i n the f e l d s p a r i n d u s t r y are Feldspar Corporation 
and Unimin Corporation. 

The Company competes w i t h other producers of s c o r i a and w i t h 
manufacturers of ceramic b r i q u e t t e s i n the production and s a l e of 
b r i q u e t t e s . The Company has l i m i t e d i n f o r m a t i o n as to the s i z e 
of the barbecue b r i q u e t t e i n d u s t r y , but b e l i e v e s that i t s u p p l i e s 
a major p o r t i o n of the s c o r i a b r i q u e t t e s used i n gas barbecue 
g r i l l s . P r i c e and n a t u r a l product c h a r a c t e r i s t i c s , such as c o l o r , 
u n i f o r m i t y of s i z e , l a c k of contained moisture and de n s i t y , are 
important competitive c o n s i d e r a t i o n s . The Company b e l i e v e s t h a t 
i t has a s i g n i f i c a n t p o r t i o n of the landscape s c o r i a market east 
of the Con t i n e n t a l D i v i d e . 

The Company competes w i t h other producers of lawn and garden and 
s o i l products, decorative bark products and landscape mulches. 
The p r i n c i p a l competitors are e i t h e r p r i v a t e l y owned companies or 
d i v i s i o n s of l a r g e r d i v e r s i f i e d companies that operate i n 
numerous r e g i o n a l markets. The Company has l i m i t e d i n f o r m a t i o n 
about the sa l e s of competing products i n i t s o v e r a l l markets but 
be l i e v e s i t s u p p l i e s a s i g n i f i c a n t p o r t i o n of the market f o r i t s 
product i n the intermountain r e g i o n . 

REGULATION OF MINING ACTIVITY 

The mining operations of the Company are subject to i n s p e c t i o n 
and r e g u l a t i o n by the Mine Safety and Health A d m i n i s t r a t i o n of 
the Department of Labor (MSHA) under p r o v i s i o n s of the Federal 
Mine Safety and Health Act of 1977. I t i s the Company's p o l i c y 
to comply w i t h the d i r e c t i v e s and r e g u l a t i o n s of MSHA. In 
a d d i t i o n , the Company g e n e r a l l y takes such necessary a c t i o n s as, 
i n i t s judgment, are r e q u i r e d to provide f o r the s a f e t y and 
he a l t h Qf i t s employees. MSHA d i r e c t i v e s have had no m a t e r i a l 
adverse impact on the Company's r e s u l t s of operations or 
f i n a n c i a l c o n d i t i o n , and the Company b e l i e v e s that i t i s 
s u b s t a n t i a l l y i n compliance w i t h the r e g u l a t i o n s promulgated by 
MSHA. 

A l l of the Company's e x p l o r a t i o n , development, and produc t i o n 
a c t i v i t i e s i n the United S t a t e s , Mexico, South America, and 
Canada are subject t o r e g u l a t i o n by governmental agencies under 
one or more . of the va r i o u s environmental laws. These laws 
address emissions to the a i r , discharges to water, management of 
wastes, management of hazardous substances, p r o t e c t i o n of n a t u r a l 
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resources, p r o t e c t i o n of a n t i q u i t i e s and reclamation of lands 
which are d i s t u r b e d . The Company b e l i e v e s that i t i s i n 
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s u b s t a n t i a l compliance w i t h a p p l i c a b l e environmental r e g u l a t i o n s . 
Many of the r e g u l a t i o n s a l s o r e q u i r e permits t o be obtained f o r 
the Company's a c t i v i t i e s ; these permits normally are subject t o 
p u b l i c review processes r e s u l t i n g i n p u b l i c approval of the 
a c t i v i t y . While these laws and r e g u l a t i o n s govern how the 
Company conducts many aspects of i t s business, management of the 
Company does not b e l i e v e t h a t they have a m a t e r i a l adverse e f f e c t 
on i t s r e s u l t s of operations or f i n a n c i a l c o n d i t i o n at t h i s time. 
The Company's p r o j e c t s are evaluated c o n s i d e r i n g the . cost and 
impact of environmental r e g u l a t i o n on the proposed a c t i v i t y . New 
laws and r e g u l a t i o n s are evaluated as they develop t o determine 
the impact on, and changes necessary t o , the Company's 
operations. I t i s p o s s i b l e t h a t f u t u r e changes i n these laws or 
re g u l a t i o n s could have a s i g n i f i c a n t impact on some p o r t i o n of 
the Company's business, causing those a c t i v i t i e s t o be 
economically reevaluated at tha t time. The Company b e l i e v e s t h a t 
adequate p r o v i s i o n has been made f o r d i s p o s a l of mine waste and 
m i l l t a i l i n g s at a l l of i t s operating and nonoperating p r o p e r t i e s 
i n a manner which complies w i t h current f e d e r a l and s t a t e 
environmental requirements. 

Environmental laws and r e g u l a t i o n may a l s o have an i n d i r e c t 
impact on the Company, such as increased cost f o r e l e c t r i c i t y due 
to a c i d r a i n p r o v i s i o n s of the Clean A i r Act Amendments of 1990. 
Charges by smelters to which the Company s e l l s i t s m e t a l l i c 
concentrates and products have s u b s t a n t i a l l y i n creased over the 
past s e v e r a l years because of requirements t h a t smelters meet 
r e v i s e d environmental q u a l i t y standards. The Company has no 
c o n t r o l over the smelters' operations or t h e i r compliance w i t h 
environmental laws and r e g u l a t i o n s . I f the sme l t i n g c a p a c i t y 
a v a i l a b l e t o the Company was s i g n i f i c a n t l y reduced because of 
environmental requirements, i t i s p o s s i b l e that the Company's 
s i l v e r operations c o u l d be adver s e l y a f f e c t e d . 

The Company i s a l s o subject to r e g u l a t i o n s under the 
Comprehensive Environmental Response, Compensation and L i a b i l i t y 
Act of 1980, as amended, {CERCLA or Superfund) which r e g u l a t e s 
and e s t a b l i s h e s l i a b i l i t y f o r the rel e a s e of hazardous 
substances, and the Endangered Species Act (ESA), which 
i d e n t i f i e s endangered species of p l a n t s and animals and regu l a t e s 
a c t i v i t i e s t o p r o t e c t these species and t h e i r h a b i t a t s . 
R evisions to CERCLA and ESA are being considered by Congress; the 
impact on the Company of these r e v i s i o n s i s not c l e a r at t h i s 
time. 

LEGISLATION 

During the past f o u r years, the U.S. Congress considered a number 
of proposed amendments to the General Mining Law of 1872, as 
amended (the General Mining Law), which governs mining claims and 
r e l a t e d a c t i v i t i e s on f e d e r a l lands. In 1992, a h o l d i n g fee of 
$100 per c l a i m was imposed upon unpatented mining claims l o c a t e d 
on f e d e r a l lands. In October 1994, a one -year moratorium on 
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processing of new patent a p p l i c a t i o n s was approved. In a d d i t i o n , 
l e g i s l a t i o n to f u r t h e r amend the General Mining Law that was 
introduced i n the U.S. Congress during 1996 and debated again i n 
1997 w i t h l i m i t e d progress. The l e g i s l a t i o n would, among other 
t h i n g s , change the current p a t e n t i n g procedures, impose 
r o y a l t i e s , and enact new reclamation, environmental c o n t r o l s and 
r e s t o r a t i o n requirements. The r o y a l t y proposals range from a 2% 
r o y a l t y on "net p r o f i t s " from mining claims to an 8% r o y a l t y on 
the modified gross income/net smelter r e t u r n s . The extent of any 
such changes i s not p r e s e n t l y known and the p o t e n t i a l impact on 
the Company as a r e s u l t of congressional a c t i o n i s d i f f i c u l t to 
p r e d i c t . Although a m a j o r i t y of the Company's e x i s t i n g mining 
operations occur on p r i v a t e or patented property, the proposed 
changes to the General Mining Law could adversely a f f e c t the 
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Company's a b i l i t y to economically develop mineral resources on 
f e d e r a l lands. 

EMPLOYEES 

As of December 31, 1997, the Company and i t s s u b s i d i a r i e s 
employed 1,202 people. 

INVESTMENT CONSIDERATIONS 

THE FOLLOWING INVESTMENT CONSIDERATIONS, TOGETHER WITH OTHER 
INFORMATION SET FORTH IN THIS FORM 10 -K, SHOULD BE CAREFULLY 
CONSIDERED BY CURRENT AND FUTURE INVESTORS IN THE COMPANY'S 
SECURITIES. 

RECURRING LOSSES : 

The Company has experienced los s e s from operations f o r each of 
the l a s t seven years. For the year ended December 31, 1997, the 
Company reported,a net l o s s of approximately $0.5 m i l l i o n (before 
p r e f e r r e d dividends of $8.1 m i l l i o n ) or $0.01 per share of Common 
Stock compared to a n e t ' l o s s of approximately $32.4 m i l l i o n 
(before p r e f e r r e d stock dividends of $8.1- m i l l i o n ) or $0.63 per 
share of Common Stock f o r the year ended December 31, 1996. The 
1997 decreased net l o s s was due to v a r i o u s f a c t o r s , the most 
s i g n i f i c a n t of which were 1996 adjustments t o t a l i n g $35;7 m i l l i o n 
f o r severance, h o l d i n g , reclamation, c l o s u r e c o s t s , and c a r r y i n g 
value adjustments f o r property, p l a n t and equipment and c e r t a i n 
assets at the Grouse Creek and American G i r l mines. I f the 
Company's estimates of the market p r i c e s of gold, s i l v e r , l e ad 
and z i n c are r e a l i z e d i n 1998, the Company expects, t o record 
income or (loss) i n the range of $2.0 m i l l i o n income to a $(3.0) 
m i l l i o n l o s s , a f t e r expected dividends to p r e f e r r e d shareholders 
t o t a l i n g approximately $8.1 m i l l i o n f o r the year ending 
December 31, 1998. Due to the v o l a t i l i t y of metals p r i c e s and 
the s i g n i f i c a n t impact metals p r i c e changes have on the Company^ 
operations, there can be no assurance th a t the a c t u a l r e s u l t s of 
operations f o r 1998 w i l l be as p r o j e c t e d . 
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METAL PRICE VOLATILITY • 

Because a s i g n i f i c a n t p o r t i o n of the Company's revenues are 
d e r i v e d from the s a l e of gold, s i l v e r , lead and z i n c , the 
Company's earnings are d i r e c t l y r e l a t e d t o the p r i c e s of these 
metals. Gold, s i l v e r , l e a d and z i n c p r i c e s f l u c t u a t e w i d e l y and 
are a f f e c t e d by numerous f a c t o r s beyond the Company's c o n t r o l , 
i n c l u d i n g expectations f o r i n f l a t i o n , s p e c u l a t i v e a c t i v i t i e s , the 
r e l a t i v e exchange ra t e of the U.S. d o l l a r , g l o b a l and r e g i o n a l 
demand and production, p o l i t i c a l and economic c o n d i t i o n s and 
production c o s t s i n major producing regions. The aggregate 
e f f e c t of these f a c t o r s , a l l of which are beyond the Company's 
c o n t r o l , i s impossible f o r the Company t o p r e d i c t . I f the market 
p r i c e f o r these metals f a l l s below the Company's f u l l p roduction 
costs and remains at such l e v e l f o r any s u s t a i n e d p e r i o d , the' 
Company w i l l experience a d d i t i o n a l l o s s e s and may determine t o 
discontinue the development of a p r o j e c t or mining at one or more 
of i t s p r o p e r t i e s . While the Company has p e r i o d i c a l l y used 
l i m i t e d hedging techniques to reduce a p o r t i o n of the Company's 
exposure t o the v o l a t i l i t y of gold, s i l v e r , lead and z i n c p r i c e s , 
there can be no assurance that i t w i l l be able to do so as 
e f f e c t i v e l y i n the f u t u r e (see Hedging A c t i v i t i e s ) . 

The f o l l o w i n g t a b l e sets f o r t h the average d a i l y c l o s i n g p r i c e s 
of the f o l l o w i n g metals f o r 1980, 1985, 1990, 1993, and each year 
t h e r e a f t e r through 1997. 

<TABLE> 
<CAPTI0N> 

1980 1985 1990 1993 1994 1995 1996 1997 

<S> <C> <C> <C> <C> <C> <C> <C > cC> 
G o l d ( l ) 

(per oz.) $ 612.56 $ 317.26 $ 383.46 $ 359.77 $ 384.01 $ 384.16 $ 387.70 $ 331.10 
S i l v e r (2) 

( p e r o z . ) 20.63 . 6.14 4.82 4.30 5.28 5.19 5.18 4.90 
Lead(3) 
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( p e r l b . ) 0 . 4 1 0 . 1 8 0 . 3 7 0 . 1 8 0 . 2 5 0 . 2 9 0 . 3 5 0 . 2 8 

Z i n c ( 4 ) 
( p e r l b . ) 0 . 3 4 0 . 3 6 " 0 . 6 9 0 . 4 4 0 . 4 5 0 . 4 7 0 . 4 6 0 . 6 0 

(1) London F i n a l . 
(2) Handy & Harman. 
(3) London Metals Exchange -- Cash. 
(4) London Metals Exchange S p e c i a l High Grade -- Cash. 
</TABLE> 

On February 27, 1998, the c l o s i n g p r i c e s f o r gold, s i l v e r , lead, 
and z i n c were $297.40 per ounce, $6.30 per ounce, $0.25 per 
pound, and $0.47 per pound, r e s p e c t i v e l y . 

VOLATILITY OF METALS PRODUCTION 

The Company's future g o l d p r o d u c t i o n w i l l be dependent upon the 
Company's success i n developing new reserves, as w e l l as 
e x p l o r a t i o n e f f o r t s (see P r o j e c t Development Risk s and 
E x p l o r a t i o n ) . The Company's fu t u r e s i l v e r p r o d u c t i o n w i l l be 
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dependent upon the Company's success i n developing new reserves, 
i n c l u d i n g the continued development of the Lucky F r i d a y expansion 
p r o j e c t . I f metals p r i c e s d e c l i n e , the Company could determine 
that i t i s not economically f e a s i b l e to continue development of a 
p r o j e c t or continue commercial prod u c t i o n at some of i t s 
p r o p e r t i e s (see Metal P r i c e V o l a t i l i t y ) . 

PROJECT DEVELOPMENT RISKS 

The Company from time t o time engages i n the development of new 
ore bodies both at newly acquired p r o p e r t i e s and p r e s e n t l y 
e x i s t i n g mining operations ( c o l l e c t i v e l y "Development P r o j e c t s " ) . 
The Company's a b i l i t y to s u s t a i n or increase i t s present l e v e l of 
metals prod u c t i o n i s dependent i n p a r t on the s u c c e s s f u l 
development of such new ore bodies and/or expansion of e x i s t i n g 
mining ope r a t i o n s . The economic f e a s i b i l i t y of any i n d i v i d u a l 
Development P r o j e c t and a l l such Development P r o j e c t s 
c o l l e c t i v e l y i s based upon, among other t h i n g s , estimates of 
reserves, m e t a l l u r g i c a l r e c o v e r i e s , and c a p i t a l and operating 
c o s t s of such Development P r o j e c t s , and fu t u r e metal p r i c e s . 
Development P r o j e c t s are a l s o subject to the s u c c e s s f u l 
completion of f e a s i b i l i t y s t u d i e s , issuance of necessary permits 
and r e c e i p t of adequate f i n a n c i n g . 

Development P r o j e c t s may have no operating h i s t o r y upon which t o 
base estimates of future operating costs and c a p i t a l 
requirements. P a r t i c u l a r l y f o r Development P r o j e c t s , estimates of 
reserves, metal r e c o v e r i e s , and cash o p e r a t i n g costs are to a 
lar g e extent based upon the i n t e r p r e t a t i o n of geol o g i c data 
obtained from d r i l l holes and other sampling techniques and 
f e a s i b i l i t y s t u d i e s which d e r i v e estimates of cash operating 
c o s t s based upon a n t i c i p a t e d tonnage and grades of ore to be 
mined and processed, the c o n f i g u r a t i o n of the ore body, expected 
recovery rates of metals from the ore, comparable f a c i l i t y and 
equipment c o s t s , a n t i c i p a t e d c l i m a t e c o n d i t i o n s and other 
f a c t o r s . As a r e s u l t , i t i s p o s s i b l e t h a t a c t u a l cash operating 
costs and economic returns of any and a l l Development P r o j e c t s 
may m a t e r i a l l y d i f f e r from the costs and returns c u r r e n t l y 
estimated. 

The Company's current Development P r o j e c t i s the Lucky F r i d a y 
expansion p r o j e c t (formerly r e f e r r e d to as the Gold Hunter 
p r o j e c t ) l o c a t e d adjacent t o the Company's Lucky F r i d a y mine. 
The Company estimates remaining development and c o n s t r u c t i o n 
c o s t s at December 31, 1997, of $6.3 m i l l i o n to $6.8 m i l l i o n f o r 
the Lucky F r i d a y expansion p r o j e c t . The Company's estimated 
c a p i t a l expenditures are based upon c u r r e n t l y a v a i l a b l e data and 
coul d increase or decrease depending upon a number of f a c t o r s . 

Should the Company i n c u r p r o j e c t development and c o n s t r u c t i o n 
c o s t s as estimated, the Company a n t i c i p a t e s that i t w i l l fund i t s 
c u r r e n t l y estimated c a p i t a l requirements f o r 1998 w i t h operating 
cash flow and borrowings under i t s c r e d i t f a c i l i t y . 
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RESERVES 

The ore reserve f i g u r e s presented i n t h i s Form 10 -K are, i n large 
p a r t , estimates made by the Company 1s t e c h n i c a l personnel, and no 
assurance can be given th a t the i n d i c a t e d l e v e l of recovery of 
these metals w i l l be reali z e d . - Reserves estimated f o r p r o p e r t i e s 
that have not yet commenced pr o d u c t i o n may re q u i r e r e v i s i o n based 
on a c t u a l production experience. Market p r i c e f l u c t u a t i o n s of 
the v a r i o u s metals mined by the Company, as w e l l as increased 
production costs or reduced 'recovery r a t e s , may render ore 
reserves c o n t a i n i n g r e l a t i v e l y lower grades of m i n e r a l i z a t i o n 
uneconomic and may u l t i m a t e l y r e s u l t i n a restatement of 
reserves. Moreover, short-term o p e r a t i n g f a c t o r s r e l a t i n g to the 
ore reserves, such as the need f o r s e q u e n t i a l development of 
orebodies and the processing of new or d i f f e r e n t ore grades, may 
adversely a f f e c t the Company's p r o f i t a b i l i t y i n any p a r t i c u l a r 
accounting p e r i o d . 

The metal p r i c e s used to determine ore reserves at a p a r t i c u l a r 
mine are t y p i c a l l y estimated by the company managing the mine. 
These metal p r i c e s may vary, depending on each company's 
assessment of metal p r i c e s over the near term and other f a c t o r s 
that such company b e l i e v e s r e l e v a n t . The Company estimates 
metals p r i c e s f o r i t s ore reserve c a l c u l a t i o n s , which approximate 
current market p r i c e s , but these metal p r i c e s may vary from 
current market p r i c e s based on a number of f a c t o r s l i k e l y t o 
inf l u e n c e metal p r i c e s over the near term. For Proven and 
Probable ore reserve assumptions, i n c l u d i n g assumed metal p r i c e s , 
see Glossary of C e r t a i n Mining Terms. 

Declines i n the market p r i c e of g o l d may a l s o render ore reserves 
c o n t a i n i n g r e l a t i v e l y lower grades of gold m i n e r a l i z a t i o n 
uneconomic t o e x p l o i t unless the u t i l i z a t i o n of forward s a l e s 
c o n t r a c t s or other hedging techniques i s s u f f i c i e n t t o o f f s e t the 
e f f e c t s of a drop i n the market p r i c e of the gold expected to be 
mined from such reserves. I f the Company's r e a l i z e d p r i c e per 
ounce of gold, i n c l u d i n g hedging b e n e f i t s , were to d e c l i n e 
s u b s t a n t i a l l y below the l e v e l s s e t f o r c a l c u l a t i o n of reserves 
f o r an extended p e r i o d , there c o u l d be m a t e r i a l delays i n the 
development of new p r o j e c t s , increased net l o s s e s , reduced cash 
flow, reductions i n reserves and asset w r i t e -downs. 

JOINT DEVELOPMENT AND OPERATING ARRANGEMENTS 

The Greens Creek mine i s operated through a j o i n t venture. The 
Company owns an undivided i n t e r e s t i n the assets of the ventures. 
The Company's Rosebud mine i s operated through a L i m i t e d 
L i a b i l i t y Company (LLC) w i t h the Company ho l d i n g 50% of the 
i n t e r e s t i n the LLC. The LLC arrangement operates s i m i l a r to 
j o i n t venture arrangements. Under the j o i n t venture and LLC 
agreements, the j o i n t p a r t i c i p a n t s , i n c l u d i n g the Company, are 
e n t i t l e d t o 
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in d e m n i f i c a t i o n from the other p a r t i c i p a n t s and are s e v e r a l l y 
l i a b l e o n l y f o r the l i a b i l i t i e s o f the p a r t i c i p a n t s i n p r o p o r t i o n 
to t h e i r i n t e r e s t t h e r e i n . I f a p a r t i c i p a n t d e f a u l t s on i t s 
o b l i g a t i o n s under the terms of a j o i n t venture or LLC agreement 
( i n c l u d i n g as a r e s u l t of i n s o l v e n c y ) , the Company could i n c u r 
losses i n excess of i t s p r o - r a t a share of the j o i n t venture. In 
the event any p a r t i c i p a n t so d e f a u l t s , each agreement provides 
c e r t a i n r i g h t s and remedies to the remaining p a r t i c i p a n t s . These 
include the r i g h t to force a d i l u t i o n of the percentage i n t e r e s t 
of the d e f a u l t i n g p a r t i c i p a n t and the r i g h t to u t i l i z e the 
proceeds from the s a l e of the d e f a u l t i n g p a r t i e s ' share of 
products, or i t s j o i n t venture i n t e r e s t i n the p r o p e r t i e s to 
s a t i s f y the o b l i g a t i o n s of the d e f a u l t i n g p a r t i c i p a n t . Based on 
the information a v a i l a b l e to the Company, the Company has no 
reason to b e l i e v e that i t s j o i n t venture or LLC p a r t i c i p a n t s w i t h 
respect to the Greens Creek and Rosebud p r o p e r t i e s w i l l be unable 
to meet t h e i r f i n a n c i a l o b l i g a t i o n s under the terms of the 
respe c t i v e agreements. 
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COMPETITION FOR PROPERTIES 

Because mines have l i m i t e d l i v e s based on proven ore reserves, 
the Company i s c o n t i n u a l l y seeking to replace and expand i t s 
reserves. The Company encounters strong competition from other 
mining companies i n connection w i t h the a c q u i s i t i o n of p r o p e r t i e s 
producing or capable of producing gold, s i l v e r , lead, z i n c and 
i n d u s t r i a l minerals. As a r e s u l t of t h i s competition, some of 
which i s w i t h companies w i t h g r e a t e r f i n a n c i a l resources than the 
Company, the Company may be unable to acquire a t t r a c t i v e mining 
p r o p e r t i e s on terms i t considers acceptable. In a d d i t i o n , there 
are a number of u n c e r t a i n t i e s inherent i n any program r e l a t i n g to 
the l o c a t i o n of economic ore reserves, the development of 
appropriate m e t a l l u r g i c a l processes, the r e c e i p t of necessary 
governmental permits and the c o n s t r u c t i o n of mining and 
'processing f a c i l i t i e s . A c c o r d i n g l y , there can be no assurance 
tha t the Company's programs w i l l y i e l d new reserves to replace 
and expand current reserves. 

TITLE TO PROPERTIES 

The v a l i d i t y of unpatented mining c l a i m s , which c o n s t i t u t e a 
s i g n i f i c a n t p o r t i o n of the Company's undeveloped property 
holdings i n the United"States, i s o f t e n u n c e r t a i n and may be 
contested. Although the Company has attempted to acquire 
s a t i s f a c t o r y t i t l e t o i t s undeveloped p r o p e r t i e s , the Company, i n 
accordance w i t h mining i n d u s t r y p r a c t i c e , does not g e n e r a l l y 
o b t a i n t i t l e o pinions u n t i l a d e c i s i o n i s made to develop a 
property, w i t h the attendant r i s k t h a t some t i t l e s , p a r t i c u l a r l y 
t i t l e s to undeveloped p r o p e r t i e s , may be d e f e c t i v e . 

-40-

<PAGE> 42 

MINING RISKS AND INSURANCE 

The business of mining i s g e n e r a l l y subject to a number of r i s k s 
and hazards, i n c l u d i n g environmental hazards, i n d u s t r i a l 
a c c i d e n t s , l a b o r d i s p u t e s , encountering unusual or unexpected 
geo l o g i c formations, cave-ins, r o c k b u r s t s , f l o o d i n g and p e r i o d i c 
i n t e r r u p t i o n s due t o inclement or hazardous weather c o n d i t i o n s . 
Such r i s k s could r e s u l t i n damage t o , or d e s t r u c t i o n of, mineral 
p r o p e r t i e s or producing f a c i l i t i e s , personal i n j u r y , 
environmental damage, delays i n mining, monetary l o s s e s and 
p o s s i b l e l e g a l l i a b i l i t y . Although the Company maintains 
insurance w i t h i n ranges of coverage c o n s i s t e n t w i t h i n d u s t r y 
p r a c t i c e , no assurance can be given t h a t such insurance w i l l be 
a v a i l a b l e at economically f e a s i b l e premiums. Insurance against 
environmental r i s k s ( i n c l u d i n g p o t e n t i a l f o r p o l l u t i o n or other 
hazards as a r e s u l t of d i s p o s a l waste products o c c u r r i n g from 
e x p l o r a t i o n and production) i s not g e n e r a l l y a v a i l a b l e t o the 
Company or to other companies w i t h i n the i n d u s t r y . To the extent 
the Company i s subject to environmental l i a b i l i t i e s , the payment 
of such l i a b i l i t i e s would reduce the funds a v a i l a b l e to the 
Company. Should the Company be unable t o f u l l y fund the cost of 
remedying an environmental problem, the Company might be re q u i r e d 
to suspend operations or enter i n t o i n t e r i m compliance measures 
pending completion of the r e q u i r e d remedy. 

FOREIGN OPERATIONS 

The Company's La Choya gol d mine i s l o c a t e d i n Sonora, Mexico and 
the Company's K-T Mexico c l a y s l u r r y p l a n t i s lo c a t e d i n 
Monterrey, Mexico. The Company a l s o has e x p l o r a t i o n p r o j e c t s and 
mining investments i n Mexico, Canada and South America. Such 
p r o j e c t s and investments could be adver s e l y a f f e c t e d by exchange 
c o n t r o l s , currency f l u c t u a t i o n s , p o l i t i c a l r i s k s , t a x a t i o n and 
laws or p o l i c i e s of e i t h e r f o r e i g n c o u n t r i e s or the United States 
a f f e c t i n g f o r e i g n t r a d e , investment and t a x a t i o n , which, i n t u r n , 
c o u l d a f f e c t the Company's cu r r e n t or fu t u r e f o r e i g n operations. 

HEDGING ACTIVITIES 

Hedging a c t i v i t i e s are intended to minimize the e f f e c t of 
de c l i n e s i n gol d and s i l v e r p r i c e s on r e s u l t s of operations f o r a 
p e r i o d of time. Although hedging a c t i v i t i e s may p r o t e c t a 
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company against low gold and s i l v e r p r i c e s , i t may a l s o l i m i t the 
p r i c e t h a t can be re c e i v e d on hedged ounces, subject t o forward 
s a l e s and c a l l o ptions, p o t e n t i a l l y r e s u l t i n g i n the Company 
foregoing the r e a l i z a t i o n of revenues to the extent the market 
p r i c e s of gol d and s i l v e r exceeds the r e l a t e d g o l d and s i l v e r 
p r i c e i n a forward s a l e or c a l l o p t i o n c o n t r a c t . 
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GLOSSARY OF CERTAIN MINING TERMS 

B a l l Clay -- A f i n e - g r a i n e d , p l a s t i c , white f i r i n g c l a y used 
p r i n c i p a l l y f o r bonding i n ceramic ware. 

Cash Operating Costs -- Includes a l l d i r e c t and i n d i r e c t 
o p erating cash costs i n c u r r e d at each o p e r a t i n g mine, 
ex c l u d i n g r o y a l t i e s and mine produ c t i o n taxes. 

Cash Operating Costs Per Ounce -- C a l c u l a t e d based upon 
t o t a l cash operating c o s t s , as defined h e r e i n , net of by 
product revenues from a l l metals other than the primary 
metal produced at each mine, d i v i d e d by the t o t a l ounces of 
the primary metal produced. 

Decline --An underground passageway connecting one or more 
l e v e l s i n a mine, p r o v i d i n g adequate t r a c t i o n f o r . heavy, 
s e l f - p r o p e l l e d equipment. Such underground openings are 
o f t e n d r i v e n i n an upward or downward s p i r a l , much the same 
as a s p i r a l s t a i r c a s e . 

Development -- Work c a r r i e d out f o r the purpose of opening 
up a mineral deposit and making the a c t u a l ore e x t r a c t i o n , 
p o s s i b l e . 

D i l u t i o n -- The amount of waste which must be mined along 
w i t h the ore i n order to o b t a i n the ore. 

Dore -- Unrefined g o l d and s i l v e r b u l l i o n bars c o n s i s t i n g of 
approximately 90% precious metals which w i l l be f u r t h e r 
r e f i n e d t o almost pure metal. 

E x p l o r a t i o n The searching f o r ore, u s u a l l y by g e o l o g i c a l 
surveys, geophysical and geochemical p r o s p e c t i n g , d r i l l i n g , 
s u rface or underground headings, d r i f t s , or tunnels. 

Feldspar -- A c r y s t a l l i n e mineral c o n s i s t i n g of aluminum 
s i l i c a t e s and other elements that i s an e s s e n t i a l i n g r e d i e n t 
f o r the ceramics i n d u s t r y , and a l s o i s used i n the g l a s s and 
pa i n t i n d u s t r i e s . 

Grade -- The average assay of a ton of ore, r e f l e c t i n g metal 
content. 

Heap Leaching -- A process i n v o l v i n g the p e r c o l a t i o n of a 
cyanide s o l u t i o n through crushed ore heaped on an impervious 
pad or base to d i s s o l v e minerals or metals out of the ore. 
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K a o l i n -- Al s o known as china c l a y , k a o l i n i s a white 
a l u m i n a - s i l i c a t e c l a y used i n p o r c e l a i n , paper, p l a s t i c s , 
rubber, p a i n t s , and many other products. 

M i l l -- A processing p l a n t t h a t produces a concentrate of 
the valuable minerals 'or metals contained i n an ore. The 
concentrate must then be t r e a t e d i n some other type of 
p l a n t , such as a smelter, to e f f e c t recovery of the pure 
metal. 
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Mineral-Bearing M a t e r i a l -- M a t e r i a l f o r which q u a n t i t a t i v e 
estimates are based on in f e r e n c e s from known m i n e r a l i z a t i o n , 
or on d r i l l - h o l e samples too few i n number t o all o w f o r 
c l a s s i f i c a t i o n as Probable ore reserves. 

M i n e r a l i z a t i o n -- The process by which a mineral or minerals 
are introduced i n t o a rock, r e s u l t i n g i n a valu a b l e d e p o s i t . 

Ore -- A mixture of va l u a b l e minerals and gangue (valueless 
minerals) from which at l e a s t one of the minerals or metals 
can be e x t r a c t e d at a p r o f i t . 

Orebody -- A continuous, w e l l - d e f i n e d mass of m a t e r i a l of 
s u f f i c i e n t ore content t o make e x t r a c t i o n economically 
f e a s i b l e . 

Patented Mining Claim -- A p a r c e l of land- o r i g i n a l l y l o c a t e d 
on f e d e r a l lands as an unpatented mining c l a i m under the 
General Mining Law, the t i t l e of which has been conveyed 
from the f e d e r a l government t o a p r i v a t e p a r t y pursuant t o 
the p a t e n t i n g requirements of the General Mining Law. 

Proven and Probable Ore Reserves -- Reserves that r e f l e c t 
estimates of the q u a n t i t i e s and grades of m i n e r a l i z e d 
m a t e r i a l at the Company's mines which the Company b e l i e v e s 
can be recovered and s o l d at p r i c e s i n excess of the t o t a l 
cash cost of production. The estimates are based l a r g e l y on 
current c o s t s and on p r o j e c t e d p r i c e s and demand f o r the 
Company's products. M i n e r a l reserves are s t a t e d s e p a r a t e l y 
f o r each of the Company's mines based upon f a c t o r s r e l e v a n t 
to each mine. Reserves represent d i l u t e d i n -place grades and 
do not r e f l e c t l o s s e s i n the recovery process. The 
Company's estimates of Proven and Probable reserves f o r the 
Lucky F r i d a y mine, the Rosebud mine and the La Choya mine at 
December 31, 1997 and 1996 are based on gol d p r i c e s of $350 
and $386 per ounce, s i l v e r p r i c e s of $5.20 and $5.20 per 
ounce, l e a d p r i c e s of $0.29 and $0.38 per pound, and z i n c 
p r i c e s of $0.65 and $0.52 per pound, r e s p e c t i v e l y . Proven 
and Probable . ore reserves f o r the Greens Creek mine are 
based on c a l c u l a t i o n s of reserves provided to the Company by 
the operator of Greens Creek th a t have been reviewed but not 
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independently confirmed by the Company. Kennecott Greens 
Creek Mining Company's estimates of Proven and Probable 
reserves f o r the Greens Creek mine as of December 1997 and 
1996 are d e r i v e d from successive generations of reserve and 
f e a s i b i l i t y analyses f o r three d i f f e r e n t areas of the mine 
each using a separate assessment of metal p r i c e s . The 
p r i c e s used were: 

East Ore Area West Ore Area Southwest Ore Area 

Gold 
S i l v e r 
Lead 
Zinc 

$ 340 
4.50 
0.33 
0.60 

$ 350 
4.75 
0.28 
0.57 

$ 360 
5:00 
0.28 
0.50 

Changes i n reserves represent general i n d i c a t o r s of the 
r e s u l t s of e f f o r t s t o develop a d d i t i o n a l reserves as 
e x i s t i n g reserves are depleted through production. Grades 
of ore fed to process may be d i f f e r e n t from s t a t e d reserve 
grades because of v a r i a t i o n i n grades i n areas mined from 
time t o time, mining d i l u t i o n and other f a c t o r s . Reserves 
should not be i n t e r p r e t e d as assurances of mine l i f e o r of 
the p r o f i t a b i l i t y of current or fu t u r e operations. 

Probable Reserves --.Resources f o r which tonnage and grade 
.and/or q u a l i t y are computed p r i m a r i l y from i n f o r m a t i o n 
s i m i l a r to that used f o r proven reserves, but the s i t e s f o r 
i n s p e c t i o n , sampling and measurement are f a r t h e r apart or 
are otherwise l e s s adequately spaced. The- degree of 
assurance, although lower than t h a t f o r proven reserves, i s 
high enough t o assume c o n t i n u i t y between p o i n t s of 
observation. 
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Proven Reserves -- Resources f o r which tonnage i s computed 
from dimensions revealed i n outcrops, trenches, workings or 
d r i l l holes and. f o r which the grade and/or q u a l i t y i s 
computed from the r e s u l t s of d e t a i l e d sampling. The s i t e s 
f o r i n s p e c t i o n , sampling and measurement are .spaced so 
c l o s e l y and the ge o l o g i c c h a r a c t e r i s so w e l l d e f i n e d that 
s i z e , shape, depth and mineral content of reserves are w e l l 
e s t a b l i s h e d . 

Reserves -- That p a r t of a mineral deposit which c o u l d be 
economically and l e g a l l y e x t r a c t e d or produced at the time 
of the reserve determination. Reserves are cust o m a r i l y 
s t a t e d i n terms of "Ore" when d e a l i n g w i t h m e t a l l i f e r o u s 
minerals.• • 

Rockburst -- Explosive rock f a i l u r e s caused by the pressure 
exerted by rock adjacent to mine openings f a r below the 
surf a c e . 
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Sand P i l l -- The coarser f r a c t i o n of concentrator t a i l i n g s , 
which i s conveyed as a s l u r r y i n underground pipes to 
support c a v i t i e s l e f t by e x t r a c t i o n of ore. 

Shaft -- A v e r t i c a l or s t e e p l y i n c l i n e d excavation f o r the 
purpose of opening and s e r v i c i n g a mine. I t i s u s u a l l y 
equipped w i t h a h o i s t at the top which lowers and r a i s e s a 
conveyance f o r handling personnel and m a t e r i a l s . 

Stope --An underground excavation from which ore has been 
e x t r a c t e d e i t h e r above or below mine l e v e l . 

T o t a l Cash Costs -- Includes a l l d i r e c t and i n d i r e c t 
o p erating cash costs i n c u r r e d at each o p e r a t i n g mine. 

T o t a l Cash Costs Per Ounce -- C a l c u l a t e d based upon t o t a l 
cash c o s t s , as defined h e r e i n , net of by -product revenues 
from a l l metals other than the primary metal produced at 
each mine, d i v i d e d by the t o t a l ounces of the primary metal 
produced. 

T o t a l Production Costs -- Includes t o t a l cash c o s t s , as 
defined, plus d e p r e c i a t i o n , d e p l e t i o n and a m o r t i z a t i o n 
r e l a t i n g to each operating mine. 

T o t a l Production Costs Per Ounce -- C a l c u l a t e d based upon 
t o t a l production c o s t s , as defined, net of by -product 
revenues earned from a l l metals other than the primary metal 
produced at each mine, d i v i d e d by the t o t a l ounces of the 
primary metal produced. 

Troy Ounce -- Unit of weight measurement used f o r a l l 
precious metals. The f a m i l i a r 16 -ounce avoirdupois pound 
equals 14.583 Troy Ounces. 

Underhand Mining -- The primary mining method employed i n 
the Lucky F r i d a y mine u t i l i z i n g mechanized equipment, a ramp 
system and cemented sand f i l l . The method has proven 
e f f e c t i v e i n reducing mining cost and rockburst a c t i v i t y . 

Unpatented Mining Claim -- A p a r c e l of property l o c a t e d on 
f e d e r a l lands pursuant t o the General Mining Law and the 
requirements of the s t a t e i n which the unpatented c l a i m i s 
lo c a t e d , the paramount t i t l e of which remains w i t h the 
f e d e r a l government. The holder of a v a l i d , unpatented lode 
mining c l a i m i s granted c e r t a i n r i g h t s i n c l u d i n g the r i g h t 
to explore and mine such c l a i m under the General Mining Law. 
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Vein -- A m i n e r a l i z e d zone having a more o r l e s s r e g u l a r 
development i n length, width and depth which c l e a r l y 
separates i t from neighboring rock. 

Waste -- Barren rock i n a mine, o r m i n e r a l i z e d m a t e r i a l that 
i s too low i n grade to be mined and m i l l e d a t a p r o f i t . 

ITEM 2. PROPERTIES. 

The Company's p r i n c i p a l mineral p r o p e r t i e s are de s c r i b e d i n Item 
1 above. The Company a l s o has i n t e r e s t s i n a number of other 
mineral p r o p e r t i e s i n the United S t a t e s , Canada, Mexico and South 
America. Although some of such p r o p e r t i e s are known to c o n t a i n 
s i g n i f i c a n t q u a n t i t i e s of m i n e r a l i z a t i o n , they are not- considered 
m a t e r i a l t o the Company's operations at the present time. 
Encouraging r e s u l t s from f u r t h e r e x p l o r a t i o n or increases i n the 
market p r i c e s of c e r t a i n metals could, i n the f u t u r e , make such 
p r o p e r t i e s c o n s i d e r a b l y more important to the business of the 
Company taken as a whole. 

The general corporate o f f i c e of the Company i s l o c a t e d i n 
Coeur d'Alene, Idaho, on a t r a c t of land c o n t a i n i n g approximately 
13 acres. The Company a l s o owns and has subdivided approximately 
70 adjacent acres p r e s e n t l y h e l d f o r s a l e or under c o n t r a c t f o r 
s a l e . 

The a d m i n i s t r a t i v e o f f i c e s of the Company's b a l l c l a y , k a o l i n and 
f e l d s p a r operations are l o c a t e d i n M a y f i e l d , Kentucky and 
N a s h v i l l e , Tennessee. A d d i t i o n a l l y , there are general o f f i c e s 
and l a b o r a t o r y f a c i l i t i e s at each o p e r a t i n g l o c a t i o n . The 
Company a l s o owns approximately 1,600 acres of land p r i n c i p a l l y 
f o r use i n connection w i t h m i l l i n g and storage operations f o r the 
i n d u s t r i a l minerals operations. The a d m i n i s t r a t i v e o f f i c e s of K 
T Clay de Mexico are l o c a t e d w i t h the c l a y s l u r r y p r o c e s s i n g 
f a c i l i t y on a p a r c e l of land near Monterrey, Mexico. 

The general o f f i c e s of MWCA, Inc. are l o c a t e d i n Rexburg, Idaho. 
Bark p r o c e s s i n g f a c i l i t i e s are l o c a t e d i n Rexburg, Idaho; Kamiah, 
Idaho; Superior, Montana; and Piedmont, South Dakota. The 
Company owns a p a r c e l of land of approximately 20 acres i n the 
v i c i n i t y of Blanca, Colorado, on which are. l o c a t e d b u i l d i n g , 
storage and shi p p i n g f a c i l i t i e s u t i l i z e d i n i t s s c o r i a business, 
and a bagging p l a n t f o r landscape s c o r i a . The Company a l s o owns 
a bagging f a c i l i t y , u t i l i z e d f o r s c o r i a b r i q u e t t e s , l o c a t e d at 
San Ac a c i o , Colorado. 

The Company b e l i e v e s that i t s e x i s t i n g f a c i l i t i e s are s u f f i c i e n t 
f o r t h e i r intended purposes. 
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ITEM 3 . LEGAL PROCEEDINGS . 

Contingencies 

- - Bunker H i l l 

In 1994, the Company, as a p o t e n t i a l l y r e s p o n s i b l e p a r t y under 
the Comprehensive Environmental Response, Compensation, and 
L i a b i l i t y Act of 1980, as amended (CERCLA or Superfund), entered 
i n t o a Consent Decree w i t h the Environmental P r o t e c t i o n Agency 
(EPA) and the State of Idaho, concerning environmental 
remediation o b l i g a t i o n s at the Bunker H i l l Superfund S i t e (Bunker 
H i l l S i t e ) l o c a t e d at Ke l l o g g , Idaho. The Consent Decree s e t t l e s 
the Company's response-cost l i a b i l i t y under Superfund at the 
Bunker H i l l S i t e . As of December 31, 1997, the Company has 
estimated and accrued an allowance f o r l i a b i l i t y f o r remedial 
a c t i v i t y costs at the Bunker H i l l S i t e of $7.3 m i l l i o n . These 
estimated expenditures are a n t i c i p a t e d to be made over the next 
three to f i v e years. As w i t h any estimate of t h i s nature, i t i s 
reasonably p o s s i b l e that the Company's estimate of t h i s 
o b l i g a t i o n may change i n the near term. 

Coeur d'Alene R i v e r Basin N a t u r a l Resource Damage Claims 

- - Coeur d'Alene T r i b e Claims 
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In J u l y 1991, the Coeur d'Alene Indian T r i b e (the Tribe) brought 
a l a w s u i t , under CERCLA, i n Idaho Federal D i s t r i c t Court against 
the . Company and a number of other mining companies a s s e r t i n g 
claims f o r damages t o n a t u r a l resources downstream from the 
Bunker H i l l S i t e over which the Tribe a l l e g e s some ownership or 
c o n t r o l . . The Company has answered the Tri b e ' s complaint denying 
l i a b i l i t y f o r n a t u r a l resource damages. In October 1996, 
f o l l o w i n g a court imposed four-year s t a y of the proceeding, the 
Tribe's n a t u r a l resource damage l i t i g a t i o n was co n s o l i d a t e d w i t h 
the United States N a t u r a l Resources Damage l i t i g a t i o n d e s cribed 
below. 

- - U.S. Government Claims 

On March 22, 1996, the United States f i l e d a l a w s u i t i n Idaho 
Federal D i s t r i c t Court against c e r t a i n mining companies that 
conducted h i s t o r i c mining operations i n the S i l v e r V a l l e y of 
northern Idaho, i n c l u d i n g the Company. The la w s u i t a s s e r t s 
claims under CERCLA and the Clean Water Act and seeks recovery 
f o r a l l e g e d damages to or l o s s of n a t u r a l resources l o c a t e d i n 
the Coeur d'Alene R i v e r B a s i n (the Basin) i n northern Idaho over 
which the United States a s s e r t s to be the t r u s t e e under CERCLA. 
The l a w s u i t a s s e r t s that the defendants' h i s t o r i c mining a c t i v i t y 
r e s u l t e d i n rele a s e s of hazardous substances and damaged n a t u r a l 
resources w i t h i n the Basin . The s u i t a l s o seeks d e c l a r a t o r y 
r e l i e f that the Company and other defendants are j o i n t l y and 
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s e v e r a l l y l i a b l e f o r response costs under CERCLA f o r h i s t o r i c 
mining impacts i n the Basin outside the Bunker H i l l S i t e . The 
Company answered the complaint on May 17, 1996, denying l i a b i l i t y 
to .the United States under CERCLA and the Clean Water Act and 
asserted a counterclaim against the United States f o r the f e d e r a l 
government's involvement i n mining a c t i v i t y i n the Basin which 
c o n t r i b u t e d t o the re l e a s e s and damages a l l e g e d by the United 
States. The Company b e l i e v e s i t a l s o has a number of defenses to 
the United S t a t e s ' c l a i m s . I n October 1996, the Court 
c o n s o l i d a t e d the Coeur d'Alene T r i b e N a t u r a l Resource Damage 
l i t i g a t i o n w i t h t h i s l a w s u i t f o r d i s c o v e r y and other l i m i t e d 
p r e t r i a l purposes. The case i s proceeding through d i s c o v e r y and 
the defendant mining companies have f i l e d a number of summary 
judgment motions which are c u r r e n t l y pending before the Court. 

- - State of Idaho Claims 

On March 22, 1996, the Company entered i n t o an agreement (the 
Idaho Agreement) w i t h the State of Idaho (State) pursuant to 
which the Company agreed to continue c e r t a i n f i n a n c i a l 
c o n t r i b u t i o n s to environmental cleanup work i n the Basin being 
undertaken by a State Trustees group. In r e t u r n , the State 
agreed not to sue the Company f o r damage to n a t u r a l resources f o r 
which the State i s a t r u s t e e f o r a p e r i o d of f i v e years, to 
pursue settlement w i t h the Company of the State's n a t u r a l 
resource damage claims and t o grant the Company c r e d i t against 
any such State claims f o r a l l expenditures made under the Idaho 
Agreement and c e r t a i n other Company c o n t r i b u t i o n s and 
expenditures f o r environmental cleanup i n the Basin. 

At December 31, 1997, the Company's a c c r u a l f o r remediation 
a c t i v i t y i n the Bas i n , not i n c l u d i n g the Bunker H i l l S i t e , 
t o t a l e d approximately $0.8 m i l l i o n . These expenditures are 
a n t i c i p a t e d to be made over the next four years. Depending on 
the r e s u l t s of the aforementioned l a w s u i t s , i t i s p o s s i b l e that 
the Company's estimate of i t s o b l i g a t i o n may change i n the near 
term. 

Insurance Coverage L i t i g a t i o n 

In 1991, the Company i n i t i a t e d l i t i g a t i o n i n the Idaho State 
D i s t r i c t Court i n Kootenai County, Idaho, against a number of 
insurance companies which provided comprehensive general 
l i a b i l i t y insurance coverage t o the Company and i t s predecessors. 
The Company b e l i e v e s t h a t the insurance companies have a duty t o 
defend and indemnify. the Company under t h e i r p o l i c i e s of 
insurance f o r a l l l i a b i l i t i e s and claims asserted against the 
Company by the EPA and the Tribe under CERCLA r e l a t e d to the 
Bunker H i l l S i t e and the Basin i n northern Idaho. In 1992, the 
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Court r u l e d t h a t the primary insurance companies had a duty t o 
defend the Company i n the T r i b e ' s l a w s u i t . During 1995 and 199G, 
the Company entered i n t o settlement agreements w i t h a number of 

-48- . 

<PAGE> 50 

the insurance c a r r i e r s named i n the l i t i g a t i o n . The Company has 
re c e i v e d a t o t a l of approximately $7.2 m i l l i o n under the terms of 
the settlement agreements. T h i r t y percent of these settlements 
were p a i d to the EPA t o reimburse the U.S. Government f o r past 
c o s t s under the Bunker H i l l S i t e Consent Decree. L i t i g a t i o n i s 
s t i l l pending against one i n s u r e r w i t h t r i a l continued u n t i l the 
und e r l y i n g environmental claims a g a i n s t the Company are resolved 
or s e t t l e d . The remaining i n s u r e r i s p r o v i d i n g the Company w i t h 
a p a r t i a l defense i n a l l B a s i n environmental l i t i g a t i o n . As of 
December 31, 1997, the Company had not reduced i t s a c c r u a l f o r 
reclamation and c l o s u r e costs t o r e f l e c t the r e c e i p t of any 
a n t i c i p a t e d insurance proceeds. 

The Company i s subject t o other l e g a l proceedings and claims 
which have a r i s e n i n the o r d i n a r y course of i t s business and have 
not been f i n a l l y a d j udicated. Although there can be no assurance 
as to the u l t i m a t e d i s p o s i t i o n of these matters and the 
proceedings d i s c l o s e d above,' i t i s the o p i n i o n of the Company's 
management, based upon the i n f o r m a t i o n a v a i l a b l e at t h i s time, 
th a t the c u r r e n t l y expected outcome of these matters, 
i n d i v i d u a l l y o r i n the aggregate, w i l l not have a m a t e r i a l 
adverse e f f e c t on the r e s u l t s of op e r a t i o n s , f i n a n c i a l c o n d i t i o n 
or cash flows of the Company. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS. 

Not a p p l i c a b l e . 
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PART I I 

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY AND RELATED 
STOCKHOLDER MATTERS. 

(a) (i) Shares of the Common Stock are traded on the 
New York Stock Exchange, Inc., New York, New 
York. 

( i i ) The p r i c e range of the Common Stock on the New 
York Stock Exchange f o r the past two years was 
' as f o l l o w s : 
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F i r s t Second T h i r d Fourth 
Quarter Quarter Quarter Quarter 

1997 - High $ 7.25 $ 6.25 $ 6.13 $ 6.31 
- Low 5.25 5.25 4.94 4.38 

1996 - High $ '9:50 $ 8.38 $ 7.50 $ 6.75 
- Low 7.00 7.00 5.63 5.50 

(b) As of December 31, 1997, there were 10,636 holders 
of record of the Common Stock. 

(c) There were no Common Stock cash dividends p a i d i n 
1997 or 1996. The amount and frequency of cash 
dividends are s i g n i f i c a n t l y i n f l u e n c e d by metals 
p r i c e s , o perating r e s u l t s and the Company's cash 
requirements. 

ITEM 6. SELECTED FINANCIAL DATA. 
( d o l l a r s i n thousands except f o r per -share amounts) 

<TABLE> 
<CAPTI0N> 

Years Ended December 31 

1997 1996 1995 1994 1993 

cS> cC> <C> <C> <C> <C> 
To t a l revenue • $ 168,569 $ 166,882 $ 159,704 $ 1 30,569 $ 96,060 

Net l o s s $ (483) $ (32,354) $(101,719) $ ( 24,613) $ (17,782) 

P r e f e r r e d stock dividends (8,050) (8,050) (8,050) (8,050) (4,070) 

Loss a p p l i c a b l e t o 
common shareholders $ (8,533) $ (40,404) $(109,769) $ ( 32,663) $ (21,852) 

Basic and d i l u t e d l o s s per 
common share $ (0.16) $ (0.79) $ (2.28) $ (0.74) $ (0.58) 

T o t a l assets $ 250,668 $ 268,393 $ 258,190 $ 3 44,582 $ 346,153 

Long-term debt - Notes and 
cont r a c t s payable $ 22,136 $ 38,208 $ 36,104 $ 1,960 $ 50,009 

Cash dividends per common share $ 

Cash dividends per p r e f e r r e d 
share $ 3.50 $ 3.50 $ 3.50 $ 3.50 $ 1.77 
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Common shares i s s u e d 55,156,324 51,199,324 48,317,324 48,1 44,274 40,320,761 

Shareholders of record 10,636 11,299 12,210 13,196 13,549 

Employees 1,202 1,254 1,259 1,204 919 

</TABLE> 
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF OPERATIONS.(1) 

INTRODUCTION 

Hecla Mining Company (Hecla or the Company) i s primarily involved 
in the exploration, development, mining, and processing of gold, 
s i l v e r , lead, zinc, and industrial minerals. As such,, the 
Company's revenues and p r o f i t a b i l i t y are strongly influenced by 
world prices of gold, s i l v e r , lead, and zinc, which fluctuate 
widely and are affected by numerous factors beyond the Company's 
control, including i n f l a t i o n and worldwide forces of supply and 
demand for precious and base metals. The aggregate effect of 
these factors i s not possible to accurately predict. In the 
following descriptions, where there are changes that are 
attributable to more than one factor, the Company presents each 
attribute i n descending order relative to the attribute's 
importance to the overall change. 

Except for the h i s t o r i c a l information contained i n this 
Management's Discussion and Analysis of Financial Condition and 
Results of Operations, the matters discussed below are forward 
looking statements. Forward-looking statements involve risks and 
uncertainties, including the timely development of existing 
properties and reserves and future projects, the impact of metals 
prices and metals production v o l a t i l i t y , changing market 
conditions and the regulatory environment and the other risks 
detailed below and elsewhere i n this Form 10 -K (see "Investment 
Considerations" of Part I, Item 1 of this Form 10 -K) and from 
time to time, as necessary, i n the Company's periodic reports 
f i l e d with the Securities and Exchange Commission. As a result, 
actual results may d i f f e r materially from those projected or 
implied. These forward-looking statements represent the Company's 
judgment as of the date of this f i l i n g . The Company disclaims, 
however, any intent or obligation to update these forward -looking 
statements as circumstances change or develop. 

The Company incurred losses applicable to common shareholders for 
each of the past three years i n the period ended December 31, 
1997. If the Company's estimates of market prices of gold, 
s i l v e r , lead, and zinc are realized i n 1998, the Company expects 
to record Income or (loss) i n the range of $2.0 m i l l i o n income to 
a $(3.0) m i l l i o n loss after the expected dividends to preferred 
shareholders totaling approximately $8.1 m i l l i o n for the year 
ending December 31, 1998. Due to the v o l a t i l i t y of metals prices 
and the significant impact metals price changes have on the 
Company's operations, there can be no assurance that the actual 

1 For definitions of certain mining terms used i n this 
description, see "Glossary of Certain Mining Terms" at the end of 
Part I, Item 1 of this Form 10-K, page 42. 

http://globaldocuments.momingstar^^ 11/7/2011 



Page 40 of 83 

- 5 2 -

<PAGE> 54 

r e s u l t s of operations f o r 1998 w i l l be as pr o j e c t e d (see 
"Investment Considerations" of Part I , Item 1 of t h i s Form 10 -K) 

The v a r i a b i l i t y of metals p r i c e s r e q u i r e s that the Company, i n 
assessing the impact of p r i c e s on r e c o v e r a b i l i t y of i t s metals 
segment assets, e x e r c i s e judgment as t o whether p r i c e changes are 
temporary or are l i k e l y to p e r s i s t . The Company performs a 
comprehensive e v a l u a t i o n of the r e c o v e r a b i l i t y of i t s assets on a 
p e r i o d i c b a s i s . This e v a l u a t i o n i n c l u d e s a review of estimated 
future net cash flows against the c a r r y i n g value of the Company's 
assets. Moreover, a review i s made on a q u a r t e r l y b a s i s to 
assess the impact of s i g n i f i c a n t changes i n market c o n d i t i o n s and 
other f a c t o r s . .Asset write-downs may occur' i f the Company 
determines that the c a r r y i n g values a t t r i b u t e d to i n d i v i d u a l 
assets are not recoverable given reasonable expectations f o r 
future production and market c o n d i t i o n s . 

At the Greens Creek s i l v e r mine i n A l a s k a , f u l l production l e v e l s 
were achieved i n January 1997, f o l l o w i n g the recommencement of 
operations i n J u l y 1996. The Company holds a 29.73* i n t e r e s t i n 
the mine through a j o i n t venture w i t h Kennecott . Greens Creek 
Mining Company, the operator of the property. 

On January 31, 1997, Great Lakes M i n e r a l s Inc. (Great Lakes) and 
the Company entered i n t o a l e t t e r agreement terminating the 
Grouse Creek j o i n t venture and conveying Great Lakes' approximate 
20% i n t e r e s t i n the Grouse Creek mine t o Hecla. Great Lakes 
r e t a i n e d a 5% def i n e d net proceeds i n t e r e s t i n the property. The 
Company has assumed 100% of the i n t e r e s t s and o b l i g a t i o n s 
a s s o c i a t e d w i t h the property. As a r e s u l t of the ter m i n a t i o n of 
the Grouse Creek j o i n t venture, approximately $4.5 m i l l i o n i n 
r e s t r i c t e d cash was re l e a s e d and made a v a i l a b l e f o r general 
corporate purposes i n the f i r s t q u a rter of 1997. 

At the Grouse Creek mine, mining a c t i v i t i e s were completed by the 
end of A p r i l 1997. The m i l l i n g operations were completed by the 
end of June 1997, and the mine and m i l l f a c i l i t i e s were placed on 
a care-and-maintenance s t a t u s . L i m i t e d reclamation a c t i v i t i e s 
commenced i n the t h i r d q u a r t e r of 1997. Under U.S. Forest 
Service agreements, the care-and-maintenance p e r i o d f o r the 
property can on l y extend to June 2000. On or before t h a t date, 
e i t h e r operations must recommence or the s i t e must i n i t i a t e f i n a l 
reclamation which i n v o l v e s the removal of e x i s t i n g b u i l d i n g s . 

On A p r i l 2, 1997, the Idaho State Supreme Court reversed the 
previous d e c i s i o n by the Idaho D i s t r i c t Court i n the S t a r Phoenix 
Mining Company law s u i t which had found the Company l i a b l e f o r 
$10.0 m i l l i o n i n compensatory damages and $10.0 m i l l i o n i n 
p u n i t i v e damages. As a r e s u l t of the Supreme Court's d e c i s i o n , 
r e s t r i c t e d investments t o t a l i n g $10.0 m i l l i o n were released on 
May 6, 1997. On J u l y 14, 1997, the Idaho Supreme Court denied 
Star Phoenix's request f o r a rehearing on c e r t a i n p o r t i o n s of the 
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Court's A p r i l 2, 1997 o p i n i o n . As a r e s u l t of the Court's 
d e n i a l , S t a r Phoenix has no f u r t h e r r i g h t of appeal. 

At the Rosebud mine, i n which the Company has a 50% i n t e r e s t and 
Newmont Gold Company holds the other 50% i n t e r e s t , the designed 
production c a p a c i t y of 750 tons per day was achieved i n the 
second h a l f of March 1997. The mine i s expected to produce 
approximately 50,000 to 60,000 ounces of gold annually f o r the 
Company's account over an estimated f i v e years. In 1997, the 
mine produced approximately 47,000 ounces of gold and 169,000 
ounces of s i l v e r f o r Hecla's account. 

In May 1997, expenditures necessary t o develop the Lucky F r i d a y 
expansion p r o j e c t , l o c a t e d approximately 5,000 feet northwest of 
the Lucky F r i d a y v e i n , were approved. The Company expended 
approximately $10.7 m i l l i o n i n 1997 to develop the expansion 
area, which i s a n t i c i p a t e d t o increase the Lucky F r i d a y mine 
s i l v e r production t o approximately 4.0 m i l l i o n ounces per year 
commencing i n 1998. F u l l p r o d u c t i o n l e v e l s from the Lucky F r i d a y 
expansion p r o j e c t are expected to be a t t a i n e d by mid -1998. In 
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1998, the Company's c a p i t a l expenditures f o r the p r o j e c t are 
expected to be approximately $6.3 m i l l i o n to $6.8 m i l l i o n . 

In J u l y 1997, the Company's wholly owned s u b s i d i a r y , Kentucky -
Tennessee Clay Company (K-T C l a y ) , v o l u n t a r i l y suspended 
shipments- of b a l l c l a y t o a l l animal feed manufacturers. 
Approximately 1% of K-T Clay's annual p r o d u c t i o n of b a l l c l a y was 
used by animal feed manufacturers t o prevent animal feed from 
clumping. The shipments were suspended as a r e s u l t o f ^ d i s c o v e r y 
by the Food and Drug A d m i n i s t r a t i o n of tr a c e l e v e l s of d i o x i n of 
approximately three p a r t s per t r i l l i o n , found i n a l i m i t e d 
sampling of chickens. The source of the d i o x i n was tr a c e d to b a l l 
c l a y i n feed. The FDA determined t h a t there was no h e a l t h r i s k , 
but as a pr e c a u t i o n h a l t e d shipments to p o u l t r y producers and egg 
producers u n t i l they c e r t i f i e d that the products were e s s e n t i a l l y 
d i o x i n - f r e e . The Mine Sa f e t y Health A d m i n i s t r a t i o n has c l e a r e d 
the Company from any i s s u e s a s s o c i a t e d w i t h exposure to i t s 
employees at i t s p l a n t s . The Company's i n i t i a l i n v e s t i g a t i o n 
i n d i c a t e d t h a t d i o x i n may be an inherent c h a r a c t e r i s t i c of b a l l 
c l a y s i n general. The Company i s cooperating f u l l y w i t h the 
f e d e r a l agencies i n t h i s matter, and the Company does not b e l i e v e 
there w i l l be any long-term m a t e r i a l impact on the Company's 
r e s u l t s of operations or f i n a n c i a l c o n d i t i o n from t h i s matter. 
Although K-T Clay has complied w i t h a l l laws and r e g u l a t i o n s 
a p p l i c a b l e t o the mining and marketing of these c l a y products, K 
T Clay has re c e i v e d claims t o t a l i n g approximately $5.0 m i l l i o n 
from t h i r d p a r t i e s r e l a t e d t o the d i s c o v e r y of tr a c e elements of 
d i o x i n i n the c l a y products. The Company b e l i e v e s that a l l such 
claims w i l l be covered by K-T Clay's insurance. 

In 1998, the Company expects to produce between 100,000 and 
110,000 ounces of g o l d compared to a c t u a l 1997 gol d production of 
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approximately 174,000 ounces of gold. The 1998 estimated g o l d 
production . i n c l u d e s 25,000 t o 30,000 ounces from the Company's 
La Choya mine, 55,000 t o 60,000 ounces from the Company's 
i n t e r e s t i n the Rosebud mine, and 20,000 ounces from the 
Company's i n t e r e s t i n the Greens Creek mine and other sources. 
The Company's share of s i l v e r p r o d u c t i o n f o r 1998 i s expected to 
be between 7.0 and 7.6 m i l l i o n ounces compared to 1997 produc t i o n 
of approximately 5.1 m i l l i o n ounces. The 1998 estimated s i l v e r 
p roduction i n c l u d e s 3.8 t o 4.2 m i l l i o n ounces from the Lucky 
F r i d a y mine, 3.0 t o 3.2 m i l l i o n ounces from the Company's 
i n t e r e s t i n the Greens Creek mine and an a d d i t i o n a l 0.2 m i l l i o n 
ounces from other sources. 

In 1997, the Company shipped approximately 1,026,000 tons of 
i n d u s t r i a l minerals, i n c l u d i n g b a l l c l a y , k a o l i n , f e l d s p a r , and 
s p e c i a l t y aggregates. The Company's shipments of i n d u s t r i a l 
minerals are expected t o decrease s l i g h t l y i n 1998 t o 
approximately 1,024,000 tons. A d d i t i o n a l l y , the Company expects 
to s h i p approximately 1,027,000 cubic yards of landscape m a t e r i a l 
from i t s MWCA-Mountain West Products d i v i s i o n i n 1998 compared to 
891,000 cubic yards i n 1997. 

RESULTS OF OPERATIONS 

1997 vs 1996 

The Company i n c u r r e d a net l o s s of approximately $0.5 m i l l i o n 
($0.01 per common share) i n 1997 compared to a net l o s s of 
approximately $32.4 m i l l i o n ($0.63 per common share) i n 1996. 
A f t e r payment of $8.1 m i l l i o n i n dividends to holders of the 
Company's S e r i e s B Cumulative C o n v e r t i b l e P r e f e r r e d Stock, the 
Company's' l o s s a p p l i c a b l e t o common shareholders f o r 1997 was 
approximately $8.5 m i l l i o n , o r $0.16 per common share compared to 
$40.4 m i l l i o n , or $0.79 per common share i n 1996. The sm a l l e r 
l o s s i n 1997 was due to v a r i o u s f a c t o r s , the most s i g n i f i c a n t of 
which were 1996 adjustments, t o t a l i n g $35.7 m i l l i o n f o r 
severance, h o l d i n g , reclamation, c l o s u r e c o s t s , and c a r r y i n g 
value adjustments at the Grouse Creek and American G i r l mines. 

Sales of the Company's products increased by approximately $5.7 
m i l l i o n , or 3.6%, i n 1997 compared to 1996, p r i n c i p a l l y due t o 
increased s a l e s t o t a l i n g approximately $36.9 m i l l i o n , most 
notab l y from the Greens Creek mine, where operations recommenced 
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i n J u l y 1996, and the Rosebud mine where operations commenced i n 
A p r i l 1997. . These f a c t o r s were p a r t i a l l y o f f s e t by decreased 
s a l e s , of approximately $31.2 m i l l i o n p r i n c i p a l l y at the , Grouse 
Creek mine where operations were completed i n A p r i l 1997, 
decreased s a l e s at the American G i r l mine where operations were 
suspended i n the f o u r t h quarter of 1996, decreased s a l e s at the 
La Choya mine p r i n c i p a l l y the r e s u l t of lower average go l d p r i c e s 
and s l i g h t l y lower production, decreased s a l e s at MWCA -Mountain 
West Products d i v i s i o n p r i m a r i l y due to unfavorable weather . 
co n d i t i o n s during the s e l l i n g season and r e s u l t i n g - competitive 
p r i c i n g pressures i n 
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the 1997 p e r i o d , decreased s a l e s at the Lucky F r i d a y mine 
p r i n c i p a l l y due to decreased lead and s i l v e r p r i c e s , decreased 
s a l e s at K-T Clay's K a o l i n d i v i s i o n due to increased competition 
and .product s u b s t i t u t i o n i n export business t o the f i b e r g l a s s 
i n d u s t r y , and decreased s a l e s at K-T Feldspar r e s u l t i n g from a 
weaker domestic ceramic market and lo s s e s to competition and 
s u b s t i t u t e products. 

Comparing the average metal p r i c e s f o r 1996 w i t h 1997, gold 
decreased 15% from $388 per ounce t o $331 per ounce, s i l v e r 
decreased 5% from $5.18 per ounce to $4.90 per ounce, lead 
decreased 20% from $0.35 per pound t o $0.28 per pound, and z i n c 
increased 30% from $0.46 to $0.60 per pound. During 1997, the 
Company's r e a l i z e d g o l d p r i c e per ounce decreased 11% from $393 
per ounce to $351 per ounce. 

Cost of s a l e s and other d i r e c t production costs decreased 
s l i g h t l y from $126.9 m i l l i o n i n 1996 t o $126.7 m i l l i o n i n 1997, 
p r i m a r i l y a r e s u l t of (1) increased p r o d u c t i o n costs of $13.8 
m i l l i o n at the Greens Creek mine where operations recommenced i n 
J u l y 1996; (2) increased production costs of $7.4 m i l l i o n at the 
Rosebud mine, where operations commenced i n A p r i l 1997; (3) 
increased production costs of $1.2 m i l l i o n at the Lucky F r i d a y 
mine a s s o c i a t e d w i t h increased production; and (4) production 
cost increases at MWCA-Colorado Aggregate d i v i s i o n , K -T Clay B a l l 
Clay d i v i s i o n , and K-T Clay de Mexico i n d i r e c t c o r r e l a t i o n to 
increased s a l e s at these operations. These increases i n cost of 
sal e s and other d i r e c t production costs were p a r t i a l l y o f f s e t by 
decreases i n operating costs at other operations of approximately 
$26.1 m i l l i o n . These decreases are p r i m a r i l y due to (1). 
decreased productic-n costs at the Grouse Creek mine of $15.4 
m i l l i o n due t o the suspension of operations i n A p r i l 1997; (2) 
decreased production costs at the American G i r l mine of $8.6 
m i l l i o n due to the suspension of operations i n the f o u r t h quarter 
of 1996; (3) decreased production c o s t s at La Choya of $0.9 
m i l l i o n , the r e s u l t of lower production l e v e l s ; and (4) decreased 
production costs at i n d u s t r i a l minerals operations, i n c l u d i n g K -T 
K a o l i n , K-T Feldspar, and MWCA-Mountain West Products d i v i s i o n 
r e s u l t i n g from decreased s a l e s volumes. 

Cost of s a l e s and other d i r e c t production c o s t s as a percentage 
of s a l e s improved from 80.2% i n 1996 to 77.3% i n 1997. The 
decrease i s p r i m a r i l y due t o the shutdown of the higher cost 
American G i r l mine i n l a t e 1996, and the suspension of operations 
at the higher cost Grouse Creek mine i n A p r i l 1997, as w e l l as 
the a d d i t i o n of the lower cost Rosebud and Greens Creek mines. 

De p r e c i a t i o n , d e p l e t i o n and a m o r t i z a t i o n increased $0.6 m i l l i o n , 
or 2.7%, from 1996 to 1997 p r i n c i p a l l y due t o (1) Rosebud mine 
d e p r e c i a t i o n expense ($4.8 m i l l i o n ) r e s u l t i n g from the 
commencement of operations i n A p r i l 1997; (2) increased 
d e p r e c i a t i o n expense at the Greens Creek mine ($4.8 m i l l i o n ) 
r e s u l t i n g from the recommencement of operations i n J u l y 1996; and 
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(3) increased d e p r e c i a t i o n expense at the , Lucky F r i d a y mine 
a s s o c i a t e d w i t h increased production. These increases i n 
d e p r e c i a t i o n , d e p l e t i o n and a m o r t i z a t i o n were p a r t i a l l y o f f s e t by 
decreases at (1) the La Choya mine ($6.0 m i l l i o n ) , the r e s u l t of 
a lower d e p l e t i o n r a t e i n 1997 a t t r i b u t a b l e t o the 1996 increase 
i n t o t a l estimated recoverable ounces from the mine; (2) 
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decreased d e p r e c i a t i o n expense at the Grouse Creek mine ($2.2 
m i l l i o n ) r e s u l t i n g from the 1996 w r i t e -down of the remaining 
c a r r y i n g value of property, p l a n t , and equipment; and (3) 
decreased d e p r e c i a t i o n expense at the American G i r l mine ($1.3 
m i l l i o n ) r e s u l t i n g from the suspension of operations at the 
American G i r l mine i n l a t e 1996. 

Cash operating c o s t s , t o t a l cash c o s t s , and t o t a l p r o d u c t i o n 
costs per gold ounce decreased from $273, $276, and $364 i n 1996 
to $166, $173, and $239 i n 1997, r e s p e c t i v e l y . The decreases i n 
the cash ope r a t i n g , t o t a l cash and t o t a l production cost per gold 
ounce were mainly a t t r i b u t e d to the suspension of operations at 
the higher cost American G i r l and Grouse Creek mines, as w e l l as 
the commencement of pr o d u c t i o n at the lower cost Rosebud mine. 
The t o t a l p r o d u c t i o n cost per ounce was a l s o f a v o r a b l y impacted 
by the decreased d e p l e t i o n r a t e per ounce at the La Choya mine i n 
1997 compared to 1996. 

Cash operating c o s t s , t o t a l cash c o s t s , and t o t a l p r o d u c t i o n 
costs per s i l v e r ounce decreased from $4.24, $4.24, and $5.47 i n . 
1996 to $3.58, $3.58, and $5.42 i n 1997, r e s p e c t i v e l y . The 
decreases i n cash c o s t s per ounce amounts were due p r i m a r i l y t o 
recommencement of operations at the Greens Creek mine i n J u l y 
1996, p a r t i a l l y o f f s e t by increased per ounce costs at the Lucky 
F r i d a y mine r e s u l t i n g from decreased l e a d by -product c r e d i t s i n 
the 1997 p e r i o d . Gold, l e a d , and z i n c are by -products of . the 
Company's s i l v e r p r o d u c t i o n , the revenues from which are n e t t e d 
against production c o s t s i n the c a l c u l a t i o n of the produc t i o n 
cost per ounce of s i l v e r . 

Other o p e r a t i n g expenses decreased by approximately $32.9 
m i l l i o n , or 67.7%, from 1996 to 1997, due p r i n c i p a l l y to a 
decrease i n the p r o v i s i o n f o r c l o s e d operations and environmental 
matters t o t a l i n g $23.5 m i l l i o n , c o n s i s t i n g o f . (a) the 1996 
p r o v i s i o n at the Grouse Creek mine ($22.5 m i l l i o n ) ; (b) the 1996 
p r o v i s i o n f o r environmental matters w i t h i n the Coeur d'Alene 
R i v e r Basin ($2.7 m i l l i o n ) ; (c) a b e n e f i t from the American G i r l 
mine i n 1997 versus a p r o v i s i o n i n 1996 ($1.8 m i l l i o n ) ; and (d) 
reductions i n the p r o v i s i o n f o r cl o s e d operations and 
environmental matters i n 1997 at other p r o p e r t i e s , i n c l u d i n g 
K i r k l a n d Lake ($0.8 m i l l i o n ) , Republic ($0.7 m i l l i o n ) , Buckhorn 
($0.6 m i l l i o n ) , S t a r ($0.3 m i l l i o n ) , and Escalante ($0.2 
m i l l i o n ) . These decreases i n the p r o v i s i o n were p a r t l y o f f s e t by 
increased p r o v i s i o n s i n c l u d i n g (a) the r e c e i p t of $2.6 m i l l i o n i n 
insurance proceeds i n 1996 r e l a t e d t o the remediation l i a b i l i t y 
at Bunker H i l l ; and (b) increases i n the p r o v i s i o n f o r cl o s e d 
operations and environmental matters i n • 
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1997 at other p r o p e r t i e s i n c l u d i n g Grouse Creek ($1.8 m i l l i o n ) . 
Cactus ($0.7 m i l l i o n ) , D u r i t a ($0.7 m i l l i o n ) , Yellow Pine ($0.3 
m i l l i o n ) , and other i d l e p r o p e r t i e s ($0.2 m i l l i o n ) . A l s o , 
c o n t r i b u t i n g to the decrease i n other operating expenses was a 
decrease i n r e d u c t i o n i n c a r r y i n g value of mining p r o p e r t i e s of 
$12.2 m i l l i o n , c o n s i s t i n g of the Company's 1996 re d u c t i o n i n 
c a r r y i n g value of the Company's i n t e r e s t i n the American G i r l 
mine ($7.6 m i l l i o n ) and the Grouse Creek mine ($5.3 m i l l i o n ) , 
p a r t l y o f f s e t by the 1997 re d u c t i o n i n mining p r o p e r t i e s r e l a t e d 
to the Lisbon V a l l e y j o i n t venture, a uranium property ($0.5 
m i l l i o n ) , and m a t e r i a l and s u p p l i e s i n v e n t o r y at the Grouse Creek 
mine ($0.2 m i l l i o n ) . These decreases were p a r t i a l l y o f f s e t by 
increased e x p l o r a t i o n expenditures of $2.6 m i l l i o n , most_ nota b l y 
at the La Jojoba ($1.6 m i l l i o n ) and E l Porvenir ($1.3 m i l l i o n ) 
g o l d p r o p e r t i e s i n Mexico, p a r t l y o f f s e t by other net e x p l o r a t i o n 
decreases of $0.3 m i l l i o n ; and increased general and 
a d m i n i s t r a t i v e expenses of $0.2 m i l l i o n . 

Other income was approximately $0.9 m i l l i o n i n ^1997 compared to 
$6.0 m i l l i o n i n 1996. The $5.1 m i l l i o n decrease was p r i m a r i l y 
due to (1) decreased i n t e r e s t and other income ($4.0 m i l l i o n ) , 
r e s u l t i n g p r i n c i p a l l y from the 1996 g a i n on s a l e of a r o y a l t y 
i n t e r e s t i n the Rosebud mine t o Euro-Nevada ($2.5 m i l l i o n ) , 1996 
gain on s a l e of the Apex mine ($1.0 m i l l i o n ) , 1996 s a l e of an 
i n t e r e s t i n the Golden Eagle j o i n t venture ($0.6 m i l l i o n ) , 
decreased i n t e r e s t income due t o release of r e s t r i c t e d 
investments i n 1997 ($0.5 m i l l i o n ) , other 1996 gains on the s a l e s 
of a s s e t s , i n c l u d i n g land i n Coeur d'Alene ($0.6 m i l l i o n ) , 
p a r t i a l l y o f f s e t by the 1997 gai n on s a l e of an 8% i n t e r e s t i n 
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the Buckhorn j o i n t venture, i n Nevada, of $1.1 m i l l i o n ; (2) 
increased net i n t e r e s t cost of $1.0 m i l l i o n ; and (3) increased 
l o s s on investments of $0.4 m i l l i o n p r i n c i p a l l y the r e s u l t of a 
write-down of an investment i n common stock. These decreases 
were p a r t i a l l y o f f s e t by decreased miscellaneous expense i n 1997 
of $0.2 m i l l i o n . T o t a l i n t e r e s t cost decreased $0.6 m i l l i o n i n 
1997, p r i n c i p a l l y due to lower borrowings i n 1997 under the 
Company's r e v o l v i n g and term loan f a c i l i t y . C a p i t a l i z e d i n t e r e s t 
costs decreased $1.6 m i l l i o n p r i n c i p a l l y due t o decreased 
c a p i t a l i z e d i n t e r e s t costs a s s o c i a t e d w i t h the Greens Creek 
development, the Rosebud mine which was completed i n March 1997, 
and the American, G i r l mine, p a r t l y o f f s e t by increased 
c a p i t a l i z e d i n t e r e s t at the Lucky .Friday expansion p r o j e c t . 

Income taxes r e f l e c t a p r o v i s i o n of $1.9 m i l l i o n i n 1997 compared 
to a p r o v i s i o n of $0.7 m i l l i o n i n 1996. The p r o v i s i o n i n 1997 
p r i m a r i l y r e f l e c t s the p r o v i s i o n s f o r f o r e i g n . income taxes as 
w e l l as a p r o v i s i o n f o r v a r i o u s s t a t e income taxes, p a r t i a l l y 
o f f s e t by the carryback of c e r t a i n v a r i o u s 1997 expenditures t o 
reduce U.S. income taxes p r e v i o u s l y provided. The p r o v i s i o n i n 
1996 p r i m a r i l y r e f l e c t s the p r o v i s i o n s f o r f o r e i g n income taxes 
as w e l l as a p r o v i s i o n f o r s t a t e income taxes, p a r t i a l l y o f f s e t 
by the -
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carryback of c e r t a i n 1996 expenditures to reduce U.S. income 
taxes p r e v i o u s l y provided. 

RESULTS OF OPERATIONS 

1996 vs 1995 

The Company i n c u r r e d a net l o s s of approximately $32.4 m i l l i o n 
($0.63 per common share) i n 1996 compared to a net l o s s of 
approximately $101.7 m i l l i o n ($2.11 per common share) i n 1995. 
A f t e r $8.1 m i l l i o n i n dividends t o holders of the Company's 
S e r i e s B Cumulative C o n v e r t i b l e P r e f e r r e d Stock, the Company's 
l o s s a p p l i c a b l e t o common shareholders f o r 1996 was approximately 
$40.4 m i l l i o n , o r $0.79 per common share compared to $109.8 
m i l l i o n , o r $2.28 per common share i n 1995. The 1996 decreased 
l o s s was due to a v a r i e t y of f a c t o r s , the most s i g n i f i c a n t of 
which was the write-down of the Company's i n t e r e s t i n the Grouse 
Creek mine i n the t h i r d quarter of 1995 t o t a l i n g $97.0 m i l l i o n , 
compared t o 1996 adjustments t o t a l i n g $35.7 m i l l i o n f o r 
severance, h o l d i n g , reclamation, c l o s u r e c o s t s , and c a r r y i n g 
value adjustments f o r property, p l a n t , and equipment and c e r t a i n 
other assets at the Grouse Creek and American G i r l mines. 

Sales of the Company's products increased by approximately $6.6 
m i l l i o n , or 4:4%, i n 1996 as compared t o 1995, p r i n c i p a l l y the 
r e s u l t of (1) increased product s a l e s t o t a l i n g approximately 
$16.8 m i l l i o n , most notably from the i n d u s t r i a l minerals 
operations where shipment volumes increased at a l l operations, 
increased production at the La Choya mine where g o l d production 
increased approximately 8,000 ounces, as w e l l as at the Greens 
Creek mine where the f i r s t shipment of product occurred i n 
November 1996 f o l l o w i n g the recommencement of operations i n J u l y 
1996; and (2) an increase i n the average p r i c e of lead. These 
two f a c t o r s were p a r t i a l l y o f f s e t by decreased s a l e s of 
approximately $10.2 m i l l i o n a t t r i b u t a b l e to (1) decreased g o l d 
and s i l v e r production i n 1996 at the Grouse Creek mine and 
Republic gold mine, the l a t t e r of which completed operations i n 
February 1995; (2) decreased s a l e s from the Apex processing 
f a c i l i t y which was s o l d i n September 1995; and (3) decreased g o l d 
production at the Cactus mine due t o the completion of operations 
i n 1995. 

Comparing the average metal p r i c e s f o r 1995 w i t h 1996, gold 
increased by 1% from $384 per ounce to $388 per ounce, s i l v e r 
decreased s l i g h t l y from $5.19 per ounce to $5.18 per ounce, l e a d 
increased by 21% from $0.29 per pound t o $0.35 per pound, and 
z i n c decreased s l i g h t l y from $0.47 to $0.46 per pound. During 
1996, the Company's r e a l i z e d g o l d p r i c e per ounce increased 1% 
from $388 per ounce to $393 per ounce. 

Cost of s a l e s and other d i r e c t p r o d u c t i o n cos t s increased 
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approximately $5.3 m i l l i o n , or 4.4%, i n 1996 compared to 1995, 
p r i m a r i l y a r e s u l t of (1) inc r e a s e d production c o s t s of $6.9 
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m i l l i o n i n c u r r e d at the i n d u s t r i a l minerals operations which 
c o r r e l a t e d t o the increased s a l e s volume at these o p e r a t i o n s ; (2) 
increased production costs a t the Lucky F r i d a y mine t o t a l i n g 
approximately $2.8 m i l l i o n due to inc r e a s e d mining costs and the 
nonrecurring 1995 r e c e i p t of $1.1 m i l l i o n i n insurance proceeds 
r e l a t e d to an ore conveyance accident i n August 1994; (3) 
increased costs at the La Choya mine of $1.2 m i l l i o n r e s u l t i n g 
from increased p r o d u c t i o n at the mine; (4) increased costs at the 
American G i r l mine of $0.5 m i l l i o n due t o d i f f i c u l t i e s a s s o c i a t e d 
w i t h mining i n the Oro Cruz orebody, p a r t i a l l y o f f s e t by reduced 
costs f o l l o w i n g the shutdown of operations i n 1996; and (5) 
increased costs at Greens Creek where co s t s a s s o c i a t e d w i t h the 
f i r s t shipment were recognized i n the amount of $0.5 m i l l i o n . 
These increases i n cost of s a l e s and other d i r e c t p r o d u c t i o n 
costs were p a r t i a l l y o f f s e t by decreases i n operating costs at 
other operations, i n c l u d i n g (1) decreased costs a s s o c i a t e d w i t h 
the Apex pr o c e s s i n g f a c i l i t y t o t a l i n g $4.1 m i l l i o n r e s u l t i n g from 
the processing p l a n t being s o l d i n September 1995; (2) decreased 
costs at the Cactus mine t o t a l i n g approximately $1.0 m i l l i o n 
a s s o c i a t e d w i t h the completion of operations i n 1995; (3) 
decreased costs at the Grouse Creek mine t o t a l i n g $0.9 m i l l i o n i s 
as s o c i a t e d w i t h the second q u a r t e r 1996 temporary shutdown of 
operations and the t h i r d q u a r t e r 1996 d e c i s i o n to suspend 
operations, as w e l l as higher c o s t s i n 1995 a s s o c i a t e d w i t h the 
st a r t - u p of oper a t i o n s ; and (4) decreased operating costs at the 
Republic mine t o t a l i n g approximately $0.6 m i l l i o n due t o the 
completion of operations i n February 1995. 

Cost of sa l e s and other d i r e c t p r o d u c t i o n costs as a percentage 
of s a l e s from products were constant at 80.2% i n 1995 and 1996. 

Depr e c i a t i o n , d e p l e t i o n and a m o r t i z a t i o n decreased $3.0 m i l l i o n , 
or 12.8%, from 1995 t o 1996 p r i n c i p a l l y due to decreased 
d e p r e c i a t i o n at the Grouse Creek mine ($6.8 m i l l i o n ) p r i m a r i l y 
due to the write-down of the c a r r y i n g value of property, p l a n t , 
and equipment i n the t h i r d q u a r t e r of 1995, p a r t i a l l y o f f s e t by 
increased d e p r e c i a t i o n at (1) the La Choya mine ($1.9 m i l l i o n ) 
due t o increased g o l d p r o d u c t i o n ; (2) the Greens Creek mine where 
operations recommenced on a s t a r t - up b a s i s i n 1996 ($1.4 
m i l l i o n ) ; (3) the American G i r l mine ($0.3 m i l l i o n ) due to the 
increased depreciable base a s s o c i a t e d w i t h development costs of 
the Oro Cruz, p a r t l y o f f s e t by the w r i t e -down of the c a r r y i n g 
value of the American G i r l mine property, p l a n t , and equipment, 
i n the t h i r d quarter of 1996; and (4) va r i o u s i n d u s t r i a l minerals 
operations t o t a l i n g approximately $0.2 m i l l i o n . 

Cash operating c o s t s , t o t a l cash c o s t s , and t o t a l production 
costs per gold ounce decreased from $286, $288, and $398 i n 1995 
to $273, $276, and $364 i n 1996, r e s p e c t i v e l y . The decreases i n 
the cash operating cost and t o t a l cash cost per ounce were 
p r i m a r i l y due t o decreases i n the cost per ounce amounts at the 
Grouse Creek and La Choya mines, o f f s e t by increased cost per 
ounce amounts at 
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the» American G i r l mine. T o t a l production 'Costs per ounce 
decreased p r i n c i p a l l y due to the decreased d e p r e c i a t i o n , 
d e p l e t i o n , and a m o r t i z a t i o n expense at the Grouse Creek mine i n 
1996 which i s the r e s u l t of the 1995 c a r r y i n g value adjustment, 
p a r t i a l l y o f f s e t by increased t o t a l p r o d u c t i o n cost per ounce at 
the American G i r l mine. 

Cash operating c o s t s , t o t a l cash c o s t s , and t o t a l production 
costs per s i l v e r ounce decreased from $4.57, $4.57, and $5.76 i n 
1995 to $4.24, $4.24, and $5.47 i n 1996, r e s p e c t i v e l y . The 
decreases i n the cost per s i l v e r ounce were due p r i m a r i l y t o 
increased by-product prod u c t i o n and p r i c e s , p r i n c i p a l l y lead, i n 
the 1996 p e r i o d at the Lucky F r i d a y mine. Lead and z i n c are by -
products at the Lucky F r i d a y mine, the net revenues of which are 
deducted from production c o s t s i n the c a l c u l a t i o n of produc t i o n 
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cost per s i l v e r ounce. 

Other operating expenses decreased by approximately $68.8 
m i l l i o n , or 58.6%-, from 1995 to.1996, due p r i n c i p a l l y t o (1) .the 
decreased r e d u c t i o n i n c a r r y i n g value of mining p r o p e r t i e s of 
$84.5 m i l l i o n , c o n s i s t i n g of the Company's 1995 re d u c t i o n i n 
c a r r y i n g value of the Company's i n t e r e s t i n the Grouse Creek mine 
($97.0 m i l l i o n ) and the Company's i n t e r e s t i n the C o n S i l Corp.'s 
S i l v e r Summit mine ($0.4 m i l l i o n ) , p a r t l y o f f s e t by the 1996 
reductions i n c a r r y i n g values of mining p r o p e r t i e s at the 
American G i r l mine t o t a l i n g approximately $7.6 m i l l i o n and the 
Grouse Creek mine t o t a l i n g approximately $5.3 m i l l i o n ; and (2) 
decreased e x p l o r a t i o n expenditures of approximately $2.3 m i l l i o n . 
These decreases were p a r t i a l l y o f f s e t by an $18.2 m i l l i o n 
increase i n p r o v i s i o n f o r c l o s e d operations and environmental 
matters, c o n s i s t i n g of (1) the 1996 p r o v i s i o n f o r the Grouse 
Creek mine t o t a l i n g approximately $22.5 m i l l i o n ; (2) the 
increased 1996 p r o v i s i o n over the 1995 p r o v i s i o n f o r remediation 
costs a s s o c i a t e d w i t h the Coeur d'Alene R i v e r Basin of $2.4 
m i l l i o n ; (3) the American G i r l mine c l o s u r e cost a c c r u a l of $0.3 
m i l l i o n i n 1996; and (4) p r o v i s i o n f o r environmental matters at 
the Company's former Yellow Pine mine of $0.2 m i l l i o n , p a r t i a l l y 
o f f s e t by (1) .the 1995 p r o v i s i o n t o t a l i n g $3.4 m i l l i o n f o r the 
Bunker H i l l Superfund S i t e ; (2) r e c e i p t of $2.6 m i l l i o n i n 
insurance proceeds i n 1996 r e l a t e d to the remediation l i a b i l i t y 
at Bunker H i l l ; and (3) decreased expenditures at the c l o s e d S t a r 
Unit Area of $1.2 m i l l i o n p r i m a r i l y due t o timber s a l e . proceeds 
of $0.9 m i l l i o n . 

Other income was approximately $6.0 m i l l i o n i n 1996 compared to 
$9.4 m i l l i o n i n 1995. The $3.4 m i l l i o n decrease was p r i m a r i l y 
due t o (1) decreased gains on investments of $3.2 m i l l i o n due to 
the nonrecurring s a l e of c e r t a i n common stock investments i n 
1995; (2) increased net i n t e r e s t cost of $0.3 m i l l i o n ; and (3) 
increased miscellaneous expense i n 1996 compared to 1995, the 
impact of which was $0.5 m i l l i o n . These decreases were p a r t i a l l y 
o f f s e t by increased i n t e r e s t and other income i n 1996 over 1995 
t o t a l i n g $0.5 m i l l i o n . T o t a l i n t e r e s t cost increased $1.1 
m i l l i o n i n 1996, 
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p r i n c i p a l l y due to higher borrowings i n 1996 under the Company's 
r e v o l v i n g and term loan f a c i l i t y . C a p i t a l i z e d i n t e r e s t costs 
increased $0.8 m i l l i o n p r i n c i p a l l y due t o c a p i t a l i z e d i n t e r e s t 
costs a s s o c i a t e d w i t h the Greens Creek development, the Rosebud 
p r o j e c t , the Lucky F r i d a y expansion p r o j e c t , and development at 
the American G i r l ' s Oro Cruz orebody. 

Income taxes r e f l e c t a p r o v i s i o n of $0.7 m i l l i o n i n 1996 compared 
to a p r o v i s i o n of $0.3 m i l l i o n i n 1995. The p r o v i s i o n i n 1996 
p r i m a r i l y r e f l e c t s the p r o v i s i o n s f o r f o r e i g n income taxes as 
w e l l as a p r o v i s i o n f o r s t a t e income taxes, p a r t i a l l y o f f s e t by 
the carryback of c e r t a i n 1996 expenditures to reduce U.S. income 
taxes p r e v i o u s l y provided. The p r o v i s i o n i n 1995 p r i m a r i l y 
r e f l e c t s the p r o v i s i o n s f o r U.S. and f o r e i g n income taxes as a 
r e s u l t of c e r t a i n asset and c e r t a i n common stock investment 
d i s p o s i t i o n s made during 1995, as w e l l as a p r o v i s i o n f o r s t a t e 
income taxes, p a r t i a l l y o f f s e t by the carryback of c e r t a i n 1995 
expenditures t o reduce U.S. income taxes p r e v i o u s l y provided. 

FINANCIAL CONDITION AND LIQUIDITY 

A s u b s t a n t i a l p o r t i o n of the Company's revenue i s d e r i v e d from 
the s a l e of products, the p r i c e s of which are a f f e c t e d by 
numerous f a c t o r s beyond the Company's c o n t r o l . P r i c e s may change 
d r a m a t i c a l l y i n short periods of time and such changes have a 
s i g n i f i c a n t e f f e c t on revenues, p r o f i t a b i l i t y and l i q u i d i t y of 
the Company. The Company i s subject to many of the same 
i n f l a t i o n a r y pressures as the U.S. economy i n general. The 
Company continues to implement c o s t - c u t t i n g measures i n an e f f o r t 
to reduce per u n i t production c o s t s . Management b e l i e v e s , 
however, th a t the Company may not be able to continue to o f f s e t 
the impact of i n f l a t i o n over the long term through cost 
reductions alone. However, the market p r i c e s f o r products 
produced by the Company have a much g r e a t e r impact than i n f l a t i o n 
on the Company's revenues and p r o f i t a b i l i t y . Moreover, the 
discovery, development and a c q u i s i t i o n of mineral p r o p e r t i e s are 
i n many instances unpredictable events. Future metals p r i c e s , 
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the success of e x p l o r a t i o n programs, changes i n l e g a l and 
re g u l a t o r y requirements, and other p r o p e r t y t r a n s a c t i o n s can have 
a s i g n i f i c a n t impact on the need f o r c a p i t a l (see "Investment 
Considerations" i n Part I , Item 1 of t h i s Form 10 -K) . 

At December 31, 1997, assets t o t a l e d approximately $250.7 m i l l i o n 
and shareholders' e q u i t y t o t a l e d approximately $160.3 m i l l i o n . 
Cash and cash e q u i v a l e n t s decreased by $3.4 m i l l i o n to $3.8 
m i l l i o n at December 31, 1997, from $7.2 m i l l i o n at the end of 
1996. Operating a c t i v i t i e s provided $6.0 m i l l i o n of cash during 
1997. The primary sources of cash were from the La Choya mine, 
the Rosebud mine, the Greens Creek mine, and the Company's 
i n d u s t r i a l minerals operations. P a r t i a l l y o f f s e t t i n g these 
sources were (1) decreases, t o t a l i n g $11.8 m i l l i o n , i n accrued 
reclamation and other noncurrent l i a b i l i t i e s p r i n c i p a l l y f o r 
reclamation and c l o s u r e a c t i v i t i e s at the Grouse Creek mine, the 
Bunker H i l l 
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Superfund S i t e , the Coeur d'Alene R i v e r Basin, the Republic mine, 
the American G i r l mine, and the D u r i t a s i t e ; (2) decreased 
accounts payable and accrued expenses t o t a l i n g approximately $4.8 
m i l l i o n , most nota b l y at the Grouse Creek mine, K -T K a o l i n , the 
Rosebud mine, MWCA-Mountain West Products d i v i s i o n , and the 
Greens Creek mine. P r i n c i p a l noncash charges i n c l u d e d i n 
operating a c t i v i t i e s i n c l u d e (1) d e p r e c i a t i o n , d e p l e t i o n , and 
a m o r t i z a t i o n costs of approximately $21.3 m i l l i o n ; (2) p r o v i s i o n s 
f o r reclamation, h o l d i n g , severance, and c l o s u r e co s t s of 
approximately $1.3 m i l l i o n ; and (3) adjustments f o r r e d u c t i o n i n 
the c a r r y i n g value of mining p r o p e r t i e s t o t a l i n g approximately 
$0.7 m i l l i o n . 

The Company's i n v e s t i n g a c t i v i t i e s used $8.7 m i l l i o n of cash 
during 1997. The most s i g n i f i c a n t uses of cash were $24.8 
m i l l i o n f o r p r o p e r t i e s , p l a n t s , and equipment a d d i t i o n s described 
below and the purchase of investments and increase i n cash 
surrender value of l i f e insurance of $1.2 m i l l i o n . These uses 
were p a r t i a l l y o f f s e t by (1) the r e l e a s e of $13.8 m i l l i o n i n 
r e s t r i c t e d assets ( i n c l u d i n g the $10.0 m i l l i o n s urety c o l l a t e r a l 
on the S t a r phoenix judgement which was reversed i n 1997, and the 
re l e a s e of r e s t r i c t e d investments a t Grouse Creek r e s u l t i n g from 
the t e r m i n a t i o n of the Grouse Creek j o i n t v enture); and (2) 
proceeds from s a l e s of assets ($1.9 m i l l i o n ) . During 1997, the 
most s i g n i f i c a n t asset a d d i t i o n s were $11.2 m i l l i o n at the Lucky 
F r i d a y mine, $6.0 m i l l i o n at the Rosebud mine, $3.6 m i l l i o n at 
the i n d u s t r i a l minerals o p e r a t i o n s , and $2.3 m i l l i o n at the 
Greens Creek mine. 

During 1997, $0.7 m i l l i o n of cash was used by f i n a n c i n g 
a c t i v i t i e s . The major uses of cash were (1) repayments on long 
term debt of $73.7 m i l l i o n ; and (2) payment of p r e f e r r e d stock 
dividends of $8.1 m i l l i o n . These uses of cash were p a r t i a l l y 
o f f s e t by sources of cash i n c l u d i n g (1) borrowings on long -term 
debt of $57.6 m i l l i o n ; and (2) proceeds t o t a l i n g approximately 
$23.4 m i l l i o n from the issuance of 3.950 m i l l i o n common shares i n 
an underwritten o f f e r i n g completed i n February 1997. 

The Company c u r r e n t l y estimates t h a t 1998 c a p i t a l expenditures 
w i l l be between $12.6 m i l l i o n and $13.8 m i l l i o n , i n c l u d i n g $0.6 
m i l l i o n of c a p i t a l i z e d i n t e r e s t . These-expenditures, excluding 
c a p i t a l i z e d i n t e r e s t , c o n s i s t p r i m a r i l y of (1) development 
expenditures at the Lucky F r i d a y expansion p r o j e c t ($6.3 -$6.8 
m i l l i o n ) , the Company's share of c a p i t a l expenditures at the 
Greens Creek mine ($3.9-$4.2 m i l l i o n ) , i n d u s t r i a l minerals 
c a p i t a l expenditures ($1.6-$2.0 m i l l i o n ) ; and (2) c a p i t a l 
expenditures at other operating l o c a t i o n s ($0.2 m i l l i o n ) . These 
planned c a p i t a l expenditures w i l l depend, i n lar g e p a r t , on the 
Company's a b i l i t y to o b t a i n the r e q u i r e d funds from operating 
a c t i v i t i e s , and amounts a v a i l a b l e under i t s r e v o l v i n g and term 
loan c r e d i t f a c i l i t y . There can be no assurance t h a t a c t u a l 
c a p i t a l i z e d expenditures w i l l be as p r o j e c t e d based upon the 
u n c e r t a i n t i e s 
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a s s o c i a t e d w i t h the estimates f o r c a p i t a l p r o j e c t s and the 
Company's a b i l i t y t o generate adequate funding f o r the p r o j e c t e d 
c a p i t a l expenditures. 

The Company's estimate of i t s c a p i t a l expenditure' requirements 
assumes, w i t h respect t o the Greens Creek.and Rosebud p r o p e r t i e s , 
that the Company's j o i n t venture par t n e r s w i l l not d e f a u l t w i t h 
respect, to t h e i r r e s p e c t i v e p o r t i o n s of development costs and 
c a p i t a l expenditures. 

Pursuant t o a R e g i s t r a t i o n Statement f i l e d w i t h the S e c u r i t i e s 
and Exchange Commission and de c l a r e d e f f e c t i v e i n the • t h i r d 
quarter of 199S, the Company can, at i t s o p t i o n , o f f e r and s e l l 
debt s e c u r i t i e s , common shares, p r e f e r r e d shares or warrants i n 
an amount not t o exceed $100.0 m i l l i o n i n the aggregate. In 
February 1997, the Company is s u e d 3.950 m i l l i o n shares of i t s 
common stock to f a c i l i t a t e the funding of the Company's c a p i t a l 
expenditure requirements. To date, the Company has issued $48.4 
m i l l i o n of the Company's common shares under the R e g i s t r a t i o n 
Statement. The Company used $23.0 m i l l i o n of the February 1997 
net proceeds of approximately $23.4 m i l l i o n from the s a l e of i t s 
common shares to i n i t i a l l y pay down debt under i t s e x i s t i n g 
r e v o l v i n g and term loan c r e d i t f a c i l i t y , thus i n c r e a s i n g i t s 
borrowing c a p a c i t y under the f a c i l i t y . 

On J u l y 30, 1997, the Company is s u e d $9.8 m i l l i o n aggregate 
p r i n c i p a l amount of tax-exempt, s o l i d waste d i s p o s a l revenue 
bonds. The net proceeds of approximately $9.6 m i l l i o n from the 
issuance were i n i t i a l l y used to pay down debt under the Company's 
e x i s t i n g r e v o l v i n g and term loan c r e d i t f a c i l i t y . 

On August 11, 1997, the Company entered i n t o a new r e v o l v i n g and 
term loan c r e d i t f a c i l i t y (Bank Agreement). Under the terms of 
the Bank Agreement, the Company may borrow up to $55.0 m i l l i o n on 
a r e v o l v i n g c r e d i t b a s i s through J u l y 31, 2000. Repayments w i l l 
be made i n eight q u a r t e r l y i n s t a l l m e n t s beginning October 31, 
2000. During the commitment period,.the Company pays an annual 
f a c i l i t y fee ranging from $178,750 t o $261,250, the amount of 
which i s based on average q u a r t e r l y borrowings. The Bank 
Agreement includes c e r t a i n c o l l a t e r a l p r o v i s i o n s , i n c l u d i n g the 
pledging of the common stock of c e r t a i n of the Company's 
s u b s i d i a r i e s and p r o v i d i n g the lenders a s e c u r i t y i n t e r e s t i n 
accounts r e c e i v a b l e . Under the Bank Agreement, the Company i s 
required to maintain c e r t a i n f i n a n c i a l r a t i o s , and meet c e r t a i n 
net worth and indebtedness t e s t s , f o r which the Company was i n 
compliance at December 31, 1997. Amounts a v a i l a b l e under the 
Bank Agreement are based on a def i n e d debt t o cash flow t e s t . As 
of December 31, 1997, the Company had borrowings of $21.8 m i l l i o n 
( i n c l u d i n g $9.8 m i l l i o n i n s o l i d waste d i s p o s a l revenue bonds 
discussed above) and the a b i l i t y to borrow the remaining $33.2 
m i l l i o n under the f a c i l i t y . The i n t e r e s t r a t e f o r borrowings 
under the Bank Agreement as of December 31, 1997 was 7.355%. 
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The Company's planned net environmental and reclamation 
expenditures f o r 1998 are expected to t o t a l $6.9 m i l l i o n , 
p r i n c i p a l l y f o r environmental and reclamation a c t i v i t i e s at the 
Bunker H i l l Superfund S i t e , the Coeur d'Alene R i v e r Basin, and 
Grouse Creek, Yellow Pine, Cactus, and Republic p r o p e r t i e s . 

E x p l o r a t i o n expenditures f o r 1998 are c u r r e n t l y estimated t o 
t o t a l $3.9 m i l l i o n . The Company's e x p l o r a t i o n s t r a t e g y w i l l 
focus f u r t h e r e x p l o r a t i o n a t , or i n the v i c i n i t y o f, i t s 
c u r r e n t l y owned domestic and f o r e i g n p r o p e r t i e s , as w e l l as grass 
roots and advanced stage p r o j e c t s . A c c o r d i n g l y , 1998 domestic 
e x p l o r a t i o n expenditures w i l l be i n c u r r e d p r i n c i p a l l y at the 
Greens Creek, Rosebud, and Lucky F r i d a y p r o p e r t i e s . Foreign 
e x p l o r a t i o n e f f o r t s i n 1998 w i l l center p r i m a r i l y on ta r g e t s i n 
Mexico and South America. 

In the normal course of i t s business, the Company uses forward 
s a l e s commitments and commodity put and c a l l o p t i o n c o n t r a c t s to 
manage i t s exposure t o f l u c t u a t i o n s i n the p r i c e s of c e r t a i n 
metals which i t produces. Contract p o s i t i o n s are designed t o 
ensure th a t the Company w i l l r e c e ive a de f i n e d minimum p r i c e f o r 
c e r t a i n q u a n t i t i e s of i t s production. Gains and l o s s e s , and the 
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r e l a t e d costs p a i d or premiums received, f o r c o n t r a c t s which 
hedge the s a l e s p r i c e s of commodities are d e f e r r e d and in c l u d e d 
i n income as par t of the hedged t r a n s a c t i o n . Revenues from the 
aforementioned c o n t r a c t s are recognized at the time c o n t r a c t s are 
clo s e d out by d e l i v e r y of the u n d e r l y i n g commodity, when the 
Company matches s p e c i f i c p r o d u c t i o n to a c o n t r a c t , or upon 
settlement of the net p o s i t i o n i n cash. The Company i s exposed 
to c e r t a i n l o s s e s , g e n e r a l l y the amount by which the c o n t r a c t 
p r i c e exceeds the spot p r i c e of a commodity, i n the event of 
nonperformance by the c o u n t e r p a r t i e s to these agreements. 

At December 31, 1997, the Company had forward s a l e s commitments 
through June 30, 1999, f o r 17,000 ounces of gold at an average 
p r i c e of $354 per ounce. The estimated f a i r value of these 
forward s a l e s commitments was $931,000 at December 31, 1997. The 
London I n i t i a l g o l d p r i c e at year end was $289 per ounce. 
A d d i t i o n a l l y , at December 31, 1997, the Company had forward s a l e s 
commitments through December 31, 1998, f o r 2,160,000 ounces of 
s i l v e r at an average p r i c e of $5.68. I f the Company's forward 
s i l v e r s a l e s commitments were c l o s e d on December 31, 1997, the 
Company's estimated cost to terminate these commitments was 
approximately $701,000. The Handy & Harman s i l v e r p r i c e at year 
end was $5.95. The nature and purpose of these forward s a l e s 
c o n t r a c t s , however, does not p r e s e n t l y expose the Company to any 
s i g n i f i c a n t net l o s s . A l l of the aforementioned c o n t r a c t s were 
designated as hedges at December 31, 1997. 

The Company u t i l i z e s software and r e l a t e d technologies throughout 
i t s business t h a t w i l l be a f f e c t e d by the "Year 2000 problem," 
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which i s common t o many c o r p o r a t i o n s , and concerns the i n a b i l i t y 
of i n f o r m a t i o n systems, p r i m a r i l y computer software programs, t o 
recognize and process d a t e - s e n s i t i v e i n f o r m a t i o n p r o p e r l y as the 
Year 2000 approaches. E v a l u a t i o n of the Company's primary 
accounting system f o r the Year 2000 problem has been completed, 
and changes to the programs began i n 1997 that are a n t i c i p a t e d to 
be completed by the end of 1998. An i n t e r n a l study i s c u r r e n t l y 
under way to determine the f u l l scope and r e l a t e d c o s t s of the 
Year 2000 problem w i t h respect to other systems the Company 
maintains to ensure th a t the Company's systems continue t o meet 
i t s i n t e r n a l needs and those of i t s customers. As a p a r t of the 
i n t e r n a l study, the Company w i l l a l s o address e v a l u a t i o n of key 
vendors and customers to determine the impact, i f any, on . the 
Company's business. The i n t e r n a l study and the r e s u l t i n g work 
requirements of the study are expected to be completed by the end 
of 1998, although, there can be no assurance that a l l steps w i l l 
be completed i n a t i m e l y manner, u n t i l the f u l l scope of the Year 
2000 problem i s evaluated. The Company c u r r e n t l y does not 
b e l i e v e that the Year 2000 problem w i l l have a m a t e r i a l impact on 
the Company's f i n a n c i a l c o n d i t i o n or r e s u l t s of operations. The 
Company c u r r e n t l y estimates that the cost of e v a l u a t i n g and 
c o r r e c t i n g Year 2000 problems w i l l be i n the range of $180,000 t o 
$225,000, although the u l t i m a t e amount may be greate r depending 
on the r e s u l t s of the aforementioned i n t e r n a l study. 

In November 1994, the Company entered i n t o a court -approved 
Consent Decree r e q u i r i n g the Company and c e r t a i n other mining 
companies to undertake s p e c i f i c remediation work w i t h respect to 
the Bunker H i l l Superfund S i t e i n northern Idaho. At December 
31, 1997, the Company's allowance f o r Bunker H i l l Superfund S i t e 
remedial a c t i o n c o s t s was approximately $7.3 m i l l i o n , which the 
Company b e l i e v e s i s adequate based on current estimates of 
aggregate c o s t s . 

The Company i s subject t o l e g a l proceedings and claims which have 
a r i s e n • i n the o r d i n a r y course of i t s business and have not been 
f i n a l l y a d j u d i c a t e d (see Note 6 of Consolidated F i n a n c i a l 
Statements). Although there can be no assurance as to the 
ul t i m a t e d i s p o s i t i o n of these matters, i t i s the o p i n i o n of the 
Company's management, based upon the i n f o r m a t i o n a v a i l a b l e at 
t h i s time, that the expected outcome of these s u i t s and 
proceedings w i l l not have a m a t e r i a l adverse e f f e c t on the 
r e s u l t s of operations or f i n a n c i a l c o n d i t i o n of the Company and 
i t s s u b s i d i a r i e s . 

OTHER MATTERS 
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In February 1997, Statement of F i n a n c i a l Accounting Standards No. 
128 (SFAS . 128), "Earnings per Share" was issued. SFAS 128 
e s t a b l i s h e d standards f o r computing and p r e s e n t i n g earnings per 
share (EPS) and s i m p l i f i e s the e x i s t i n g standards. T h i s standard 
replaced the p r e s e n t a t i o n of primary and f u l l y d i l u t e d EPS w i t h a 
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p r e s e n t a t i o n of b a s i c and d i l u t e d EPS. I t a l s o r e q u i r e s the dual 
p r e s e n t a t i o n of b a s i c and d i l u t e d EPS on the face of the income 
statement f o r a l l e n t i t i e s w i t h complex c a p i t a l s t r u c t u r e s and 
requires a - r e c o n c i l i a t i o n of the numerator and denominator of the 
b a s i c EPS computation to the numerator and denominator of the 
d i l u t e d EPS computation. The Company adopted the p r o v i s i o n s of 
SFAS 128 i n 1997, and a l l p r i o r p e r i o d EPS c a l c u l a t i o n s have been 
r e s t a t e d to conform w i t h SFAS 128. Due to the l o s s e s i n 1997, 
1996, and 1995, common stock e q u i v a l e n t s were excluded from the 
c a l c u l a t i o n of primary EPS as they were a n t i - d i l u t i v e 
Therefore, there was no d i f f e r e n c e i n the c a l c u l a t i o n , of b a s i c 
and primary EPS i n 1997, 1996, and 1995, and there i s no 
d i f f e r e n c e between b a s i c and d i l u t e d EPS i n any. of these three 
years. 

In June 1997, Statement of F i n a n c i a l Accounting Standards No. 130 
(SFAS 130), "Comprehensive Income," was issued. SFAS 130 
e s t a b l i s h e s standards f o r r e p o r t i n g and d i s p l a y of comprehensive 
income and i t s components i n a f u l l set of general purpose 
f i n a n c i a l statements. SFAS 130 i s e f f e c t i v e f o r f i s c a l years 
beginning a f t e r December 15, 1997, and r e q u i r e s restatement of 
e a r l i e r periods presented. The Company does not b e l i e v e the 
a p p l i c a t i o n of t h i s standard w i l l have a m a t e r i a l e f f e c t on the 
Company's p r e s e n t a t i o n of i t s f i n a n c i a l statements. 

In June 1997, Statement of F i n a n c i a l Accounting Standards No. 131 
(SFAS 131), " D i s c l o s u r e s about Segments of an E n t e r p r i s e and 
Related Information," was i s s u e d . SFAS 131 e s t a b l i s h e s standards 
f o r the way that a p u b l i c e n t e r p r i s e r e p o r t s i n f o r m a t i o n about 
i t s o p e r a t i n g . segments i n annual f i n a n c i a l statements and 
r e q u i r e s that those e n t e r p r i s e s report s e l e c t e d i n f o r m a t i o n about 
operating segments i n i n t e r i m f i n a n c i a l r e p o r t s i s s u e d to 
shareholders. SFAS 131 i s e f f e c t i v e f o r f i s c a l years beginning 
a f t e r December 15, 1997, and r e q u i r e s restatement of e a r l i e r 
periods presented. The Company does not b e l i e v e the a p p l i c a t i o n 
of t h i s standard w i l l have a m a t e r i a l e f f e c t on the p r e s e n t a t i o n 
of the Company's op e r a t i n g segments. 

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET 
RISK 

Not a p p l i c a b l e . 
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ITEM 8 . FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA. 

See Item 14 of t h i s Report f o r information w i t h respect to the 
f i n a n c i a l statements f i l e d as a part hereof, i n c l u d i n g f i n a n c i a l 
statements f i l e d pursuant to the requirements of t h i s Item 8. 

SELECTED QUARTERLY DATA 

( d o l l a r s i n thousands except f o r per -share amounts) 
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F i r s t 
Quarter 

Second 
Quarter 

T h i r d 
Quarter 

Fourth 
Quarter 

Sales of products $ 42,456 $ 46,069 $ 41,204 $ 34,219 $ 163, 948 
Gross p r o f i t $ 4, 178 $ 6, 784 $ 5,438 $ (203) $ 16, 197 
Net income (loss) $ 518 $ 3, 054 $ 935 $ (4,990) $ ( 483) 
P r e f e r r e d stock dividends $ (2,012) $ (2,013) $ (2,013) $ (2,012) $ (8, 050) 
Income (loss) a p p l i c a b l e to 
common shareholders $ (1,494) $ 1, 041 $ (1,078) $ (7, 002) S (8, 533) 

B a s i c and d i l u t e d income 
(loss) per common share $ (0.03) $ 0.02 $ (0.02) $ (0.13) $ (0 .16) 

1996 : 

Sales of products $ 42,947 $ 40,523 $ 37,662 $ 37,120 $ 158, 252 
Gross p r o f i t $ 3, 935 $ 3, 028 $ 2,360 $ 1,600 $ 10, 923 
Net income (loss) $ 1,475 $ 2,801 $(36,765) $ 135 $ (32, 354) 
P r e f e r r e d stock dividends $ (2,012) $ (2,013) $ (2,013) $ (2,012) $ (8, 050) 
Income (loss) a p p l i c a b l e t o 
common shareholders $ (537) $ 788 $(38,778) $ (1,877) $ (40, 404) 

B a s i c and d i l u t e d income 
(loss) per common share $ (0.01) $ 0.02 $ (0.76) $ (0.04) $ (0 .79) 

CHANGES AND DISAGREEMENTS WITH 
ACCOUNTING AND FINANCIAL DISCLOSURES. 

ACCOUNTANTS 

10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT. 

Reference i s made to the i n f o r m a t i o n w i t h respect to the 
d i r e c t o r s of the Company set f o r t h under the c a p t i o n 
" E l e c t i o n of D i r e c t o r s " i n the Company's proxy statement to 
be f i l e d pursuant to Re g u l a t i o n 14A f o r the annual meeting 
scheduled t o be h e l d on May 8, 1998 (the Proxy Statement), 
which i n f o r m a t i o n i s incor p o r a t e d h e r e i n by reference. 
Information w i t h respect to executive o f f i c e r s of the 
Company i s set f o r t h as f o l l o w s : 

W i l l i a m B. Booth 

Age at 
May 8,. 
1998 P o s i t i o n and Term Served 

47 V i c e President - Investor and 
P u b l i c A f f a i r s s i n c e May 1994; 
va r i o u s a d m i n i s t r a t i v e f u n c t i o n s 
w i t h the Company sin c e December 
1985. 

A r t h u r Brown 

J . Gary C h i l d r e s s 

57 Chairman si n c e June 1987; Chief 
Executive O f f i c e r since May 
1987; President since May 1986. 

50 Vice President - Industrial 
Minerals since February 1994; 
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President and General Manager of 
Kentucky -Tennessee Clay .Company 
from 1987 to 1994. 

George R. Johnson 49 Vice President - Metal Mining 
s i n c e -1996; Manager of Opera 
t i o n s - Metal Mining from 1990 
t o 1996; Senior P r o j e c t Engineer 
from 1989 to 1990. 

Roger A, Kauffman 54 Executive Vice President and 
Chief Operating O f f i c e r since 
June 1996; President and Chief 
Operating O f f i c e r of Amax Gold 
from 1994 to 1996; p r e v i o u s l y 
employed w i t h the Company from 
1985 to 1994 s e r v i n g as Vice , 
President - I n d u s t r i a l M i nerals 
from 1986 to 1994. 

Name • 

Age at 
May 8, 
1998 P o s i t i o n and Term Served 

Jon T. Langstaff 

John P. S t i l w e l l 

V i c e President - Human Resources 
s i n c e May 1995; Personnel 
Manager from 1982 to 1995. 

Vice President - Chief F i n a n c i a l 
O f f i c e r since May 1996; Chief 
F i n a n c i a l O f f i c e r and Treasurer 
from May 1996 to May 1997; Vice 
President - Finance and 
Treasurer May 1994 to May 1996; 
Treasurer since June 1991. 

Michael B. White V i c e President - General Counsel 
and Secretary since May 1992; 
Secretary since November 1991; 
General Counsel since June 1986. 

David F. Wolfe Treasurer since May 1997; 
Manager of Precious Metals 
Marketing since 1993; A s s i s t a n t 
Treasurer from June 1985 to May 
1997. 

There are no f a m i l y r e l a t i o n s h i p s between any of the 
executive o f f i c e r s . 

ITEM 11. EXECUTIVE COMPENSATION. 

Reference i s made to the i n f o r m a t i o n set f o r t h under the c a p t i o n 
"Compensation of Executive O f f i c e r s " i n the Proxy Statement 
(except the Report on the Compensation Committee on Executive 
Compensation set f o r t h t h e r e i n ) to be f i l e d pursuant to 
Regulation 14A, which i n f o r m a t i o n i s incorporated h e r e i n by 
reference. 

ITEM 12. SECURITY OWNERSHIP 
MANAGEMENT. 

OF CERTAIN BENEFICIAL OWNERS AND 

Reference i s made to the i n f o r m a t i o n set f o r t h under the c a p t i o n 
" S e c u r i t y Ownership of C e r t a i n B e n e f i c i a l Owners and Management" 
i n the Proxy Statement to be f i l e d pursuant t o Regulation 14A, 
which information i s i n c o r p o r a t e d h e r e i n by reference. 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. 

\ 
Reference i s made to the i n f o r m a t i o n set f o r t h under the c a p t i o n 
"Other Transactions" i n the Proxy Statement t o be f i l e d pursuant 
to Regulation 14A, which i n f o r m a t i o n i s incorporated h e r e i n by 
reference. 
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ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON 
FORM 8-K. 

(a)(1) F i n a n c i a l Statements 

See Index to F i n a n c i a l Statements on Page F -1 

(a)(2) F i n a n c i a l Statement Schedules 

See Index to F i n a n c i a l Statements on Page F -1 

(a) (3) E x h i b i t s 

See E x h i b i t Index f o l l o w i n g the f i n a n c i a l statements 

(b) Reports on Form 8-K 

None 

SIGNATURES 

Pursuant to the requirements of S e c t i o n 13 or 15(d) of the 
S e c u r i t i e s Exchange Act of 1934, the r e g i s t r a n t has dul y caused 
t h i s annual report to be signed on i t s behalf by the undersigned, 
thereunto d u l y a u t h o r i z e d , on March 9, 1998. 

HECLA MINING COMPANY 

By I s l A r t h u r Brown 

Ar t h u r Brown, Chairman 

Pursuant to the requirements of the S e c u r i t i e s Exchange Act 
of 1934, t h i s r e p o r t has been signed below by the f o l l o w i n g 

http://globaldocuments.momingstarxorn/DocumentLibrary 11/7/2011 



Page 54 of 83 

persons on behalf of the r e g i s t r a n t and i n the c a p a c i t i e s and on 
the dates i n d i c a t e d . 

I s l Arthur Brown 3/9/98 

Arthur Brown Date 
Chairman and D i r e c t o r 
( p r i n c i p a l executive o f f i c e r ) 

I s l Stanley E. H i l b e r t 3/9/98 

Stanley E. H i l b e r t Date 
Corporate C o n t r o l l e r 
( p r i n c i p a l accounting o f f i c e r ) 

I s / John P. S t i l w e l l 3/9/98 

John P. S t i l w e l l Date 
Vice President - Chief F i n a n c i a l 
O f f i c e r ( p r i n c i p a l f i n a n c i a l 

o f f i c e r ) 

I s l John E. Clute 3/9/98 

John E. Clute Date 
D i r e c t o r 

I s l Joe Coors, J r . 3/9/98 

Joe Coors, J r . Date 
D i r e c t o r 

I s l Paul A. Redmond 3/9/98 

Paul A. Redmond Date 
D i r e c t o r 

I s l Theodore Crumley 3/9/98 

Theodore Crumley Date 
D i r e c t o r 

I s l Leland O. Erdahl 3/9/98 

Leland 0. Erdahl Date 
D i r e c t o r 

I s l Charles L. McAlpine 3/9/98 

Charles L. McAlpine Date 
D i r e c t o r 

I s l Thomas J . O'Neil 3/9/98 

Thomas J . O'Neil Date 
D i r e c t o r 

I s l Jorge E. Ordonez 3/9/98 

Jorge E. Ordonez Date 
D i r e c t o r 
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REPORT OF INDEPENDENT ACCOUNTANTS 

The Board of D i r e c t o r s and Shareholders 
Hecla Mining Company 

We have audited the accompanying c o n s o l i d a t e d balance sheets 
of Hecla Mining Company and s u b s i d i a r i e s as of December 31, 1997 
and 1996, and the r e l a t e d c o n s o l i d a t e d statements of operations, 
changes i n shareholders' e q u i t y and cash flows f o r each of the 
three years i n the p e r i o d ended December 31, 1997. These 
f i n a n c i a l statements are the r e s p o n s i b i l i t y of the Company's 
management. Our r e s p o n s i b i l i t y i s to express an o p i n i o n on these 
f i n a n c i a l statements based on our a u d i t s . 

We conducted our a u d i t s i n accordance w i t h g e n e r a l l y 
accepted a u d i t i n g standards. Those standards r e q u i r e that we 
p l a n and perform the a u d i t t o o b t a i n reasonable assurance about 
whether the f i n a n c i a l statements are free of m a t e r i a l 
misstatement. An a u d i t i n c l u d e s examining, on a t e s t b a s i s , 
evidence supporting the amounts and d i s c l o s u r e s i n the f i n a n c i a l 
statements. An a u d i t a l s o i n c l u d e s assessing the accounting 
p r i n c i p l e s used and s i g n i f i c a n t estimates made by management, as 
w e l l as e v a l u a t i n g the o v e r a l l f i n a n c i a l statement p r e s e n t a t i o n . 
We r b e l i e v e that our a u d i t s provide a reasonable b a s i s f o r our 
o p i n i o n . 

In our o p i n i o n , the f i n a n c i a l statements r e f e r r e d to above 
present f a i r l y , i n a l l m a t e r i a l r e s p e c t s , the c o n s o l i d a t e d 
f i n a n c i a l p o s i t i o n of Hecla Mining Company and s u b s i d i a r i e s as of 
December 31, 1997 and 1996, and the r e s u l t s of t h e i r operations 
and• t h e i r cash flows f o r each of the three years i n the p e r i o d 
ended December 31, 1997, i n conformity w i t h g e n e r a l l y accepted 
accounting p r i n c i p l e s . 

As discussed i n Note 1 to the c o n s o l i d a t e d f i n a n c i a l 
statements, the Company changed i t s methods of accounting f o r 
environmental remediation l i a b i l i t i e s i n 1996 and impairment of 
l o n g - l i v e d assets i n 1995. 

/ s / COOPERS & LYBRAND L.L.P. 

Spokane, Washington 

February 5, 1998 
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HECLA MINING COMPANY AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 

( d o l l a r s i n thousands) 

<TABLE> 
<CAPTIONi 

ASSETS 

) 
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. Dec ember 31 , 

<S> 
Current assets 
Cash and cash e q u i v a l e n t s 
Accounts and notes r e c e i v a b l e 
Income tax refund r e c e i v a b l e 
I n v e n t o r i e s 
Other current assets 

T o t a l current assets 
Investments 
R e s t r i c t e d investments 
P r o p e r t i e s , p l a n t s and equipment, net 
Other noncurrent assets 

T o t a l assets 

. 1997 

$ 3,794 
24,445 

793 
22,116 
1,416 

52,564 
2,521 
7, 926 

180,037 
7,620 

$ 250,668 

1996 

7, 159 
24,168 
1,262 

22,879 
2,284 

57,752 
1,723 

21,771 
.177,755 

9,392 

$ 268,393 

LIABILITIES 

Current l i a b i l i t i e s 
Accounts payable and accrued expenses 
Accrued p a y r o l l and r e l a t e d b e n e f i t s 
P r e f e r r e d stock dividends payable 
Accrued taxes 
Accrued reclamation and closur e costs 

T o t a l current l i a b i l i t i e s 
Deferred income taxes 
Long-term debt 
Accrued reclamation and closur e c o s t s 
Other noncurrent l i a b i l i t i e s 

T o t a l l i a b i l i t i e s 

12,590 
2,436 
2, 012 
1,016 
6,914 

24,968 
300 

22,136 
34,406 
8,518 

90,328 

17,377 
3,232 
2, 012 
1,427 
8, 664 

32,712 
359 

38,208 
45,953 
5, 653 

COMMITMENTS AND CONTINGENCIES (NOTES 1, 2, 3 AND 6) 

SHAREHOLDERS' EQUITY 

Pr e f e r r e d stock, $0.25 par value, a u t h o r i z e d 5,000,000 shares 
issued and outstanding - 2,300,000 shares, 
l i q u i d a t i o n preference $117,012 
Common stock, $0.25 par value, a u t h o r i z e d 100,000,000 shares; 
issued 1997 - 55,156,324 shares, i s s u e d 
1996 - 51,199,324 shares 

C a p i t a l surplus 
Accumulated d e f i c i t 
Net u n r e a l i z e d l o s s on investments 
Foreign currency t r a n s l a t i o n adjustment 
Less t r e a s u r y stock, at cos t ; 1997 - 62,089 common 
shares, 1996 - 62,085 common shares 

T o t a l shareholders 1 e q u i t y 

T o t a l l i a b i l i t i e s and shareholders' e q u i t y 

13,789 
373,966 
(222,143) 

(63) 
(4,898) 

(886) 

160,340 

$ 250,668 

12,800 
351,559 
(213,610) 

(32) 
(4,898) 

(886 ) 

145,508 

$ 268,393 

The accompanying notes are an i n t e g r a l p a r t of the c o n s o l i d a t e d 
f i n a n c i a l statements. 

</TABLE> 
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HECLA MINING COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF OPERATIONS 

( d o l l a r s and shares i n thousands, except per share amounts) 

<TABLE> 
<CAPTI0N> 

Year Ended Decemb er 31, 

1997 1996 1995 
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<s> <c> <c>- <c> 
Sales of products $ 163,948 $ 158,252 $ 151,615 

Gross p r o f i t 16,197 10,923 

Cost of s a l e s and other d i r e c t production costs 126,742 126,878 121,546 
De p r e c i a t i o n , d e p l e t i o n and a m o r t i z a t i o n 21,009 20,451 23,462 

147,751 147,329 145,008 

Other operating expenses 
General and a d m i n i s t r a t i v e 7,976 7,745 7,950 
E x p l o r a t i o n 7,422 4,843 7,109 
De p r e c i a t i o n and a m o r t i z a t i o n 311 338 367 
P r o v i s i o n f o r (b e n e f i t from) c l o s e d operations 
and environmental matters (724) 22,806 4,615 

Reduction i n c a r r y i n g value of mining p r o p e r t i e s 715 12,902 97,387 

15,700 48,634 117,428 

Income (loss) from operations 497 (37,711) (110,821) 

Other income (expense) 
I n t e r e s t and other income 
Miscellaneous expense 
Gain ( l o s s ) . o n investments 
I n t e r e s t expense: 
I n t e r e s t costs 
Less amount c a p i t a l i z e d 

Income (loss) before income taxes 
Income tax p r o v i s i o n 

Net l o s s 
P r e f e r r e d stock dividends 

4, 621 
(1,643) 

(405) 

(2,462)' 
806 

1,414 
(1,897) 

(483) 
(8,050) 

8, 630 
(1,870) 

(28) 

(3,058) 
2,360 

6, 034 

(31,677) 
(677) 

(32,354) 
(8,050) 

8, 089 
(1,403) 
3,169 

(1,960) 
1,516 

(101,410) 
(309) 

(101,719) 
(8,050) 

Loss a p p l i c a b l e to common shareholders 

Basic and d i l u t e d l o s s per common share 

$ (8,533) S (40,404) $ 109,769) 

$ (0.16) $ (0.79) $ (2.28) 

Weighted average number of common shares outstanding 54,763 51,133 48,192 

The accompanying notes are an i n t e g r a l p a r t of the c o n s o l i d a t e d 
f i n a n c i a l statements. 

</TABLE > 
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HECLA MINING COMPANY AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

( d o l l a r s i n thousands) 

<TABLE> 
cCAPTION> 

<S> 
Operating a c t i v i t i e s 
Net l o s s 
Noncash elements i n c l u d e d i n net l o s s 

D e p r e c i a t i o n , d e p l e t i o n and a m o r t i z a t i o n 
Gain on d i s p o s i t i o n of p r o p e r t i e s , p l a n t s 
and equipment 
(Gain) l o s s on investments 
Reduction i n c a r r y i n g value of mining p r o p e r t i e s 
P r o v i s i o n f o r reclamation and cl o s u r e costs 

Year En ded December 31, 

1997 ' 1996 1995 

:> <C> <C> 

(483) $ (32,354) $ (101,719) 

21,320 20,789 23,829 

(1,111) 
405 
715 

1,341 

(706) 
28 

12,902 
28,284 

(3,417) 
(3,169) 
97,387 
8, 071 
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Change i n 
Accounts and notes r e c e i v a b l e 
Income tax refund r e c e i v a b l e 
Inventories. 
Other current assets 
Accounts payable and accrued expenses 
Accrued p a y r o l l and r e l a t e d b e n e f i t s 
Accrued taxes 
Accrued reclamation and other noncurrent l i a b i l i t i e s 

(277) 
469 
548 
868 

(4,787) 
(796) 
.(411) 

(11,772) 

192 
(525) 

(4,239) 
(479) 

3,232 
15 

385 
(5,210) 

(849) 
(490) 

(2,299) 
(441) 
575 
493, 
117 

(6,326) 

Net cash provided by operating a c t i v i t i e s 6, 029 22,314 11,762 

In v e s t i n g a c t i v i t i e s 
A d d i t i o n s t o p r o p e r t i e s , p l a n t s and equipment 
Proceeds from d i s p o s i t i o n of p r o p e r t i e s , p l a n t s 

and equipment 
Proceeds from s a l e of investments 
Decrease (increase) i n r e s t r i c t e d investments 
Purchase of investments and change i n cash surrender 

value of l i f e insurance, net 
Other, net 

(24,794) 

1, 872 

13,845 

(1,233) 
1, 642 

(33,731) 

3,641 
130 

(4,368) 

(726) 
(480) 

(45,308) 

3,822 
5, 196 
(2,758) 

(1,047) 
(2,407) 

Net cash used by i n v e s t i n g a c t i v i t i e s (8,668) (35,534) (42,502) 

Financing a c t i v i t i e s 
Common stock issued under stock o p t i o n plans 

and warrants 
Issuance of common stock, net of o f f e r i n g costs 
Dividends on p r e f e r r e d stock 
Borrowings, net of repayments, 

against cash surrender value of l i f e insurance 
Borrowing on long-term debt 
Repayment on long-term debt 

23,396 
(8,050) 

57,601 
(73,673) 

21,928 
(8,050) 

801 
51,631 
(48,918) 

1,335 

(8,050) 

48,000 
(13,856) 

Net cash provided (used) by f i n a n c i n g a c t i v i t i e s o (726) 17,392 27,429 

Change i n cash and cash e q u i v a l e n t s 
Net increase (decrease) i n cash and cash e q u i v a l e n t s 
Cash and cash^equivalents at beginning of year 

(3,365) 
7, 159 

4, 172 
2,987 

(3,311) 
- 6,298 

Cash and cash e q u i v a l e n t s at end of year $ 3,794 $ 7,159 $ 2, 987 

Supplemental d i s c l o s u r e of cash flow i n f o r m a t i o n 
Cash p a i d during year f o r : 

I n t e r e s t , net of amount c a p i t a l i z e d $ 912 $ 249 $ (136) 

Income tax payments, net of refunds $ 333 $ 148 $ 216 

SEE NOTE 3 FOR NONCASH INVESTING AND FINANCING ACTIVITIES. 

The accompanying notes are an i n t e g r a l part of the c o n s o l i d a t e d 
f i n a n c i a l statements. 

</TABLE> 
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HECLA MINING COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY 

For the Years Ended December 31, 1997, 1996 and 1995 

( d o l l a r s and shares i n thousands, except per share amounts) 
<TABLE> 
<CAPTI0N> 

P r e f e r r e d Stock 

Shares Amount 

Common Stock 

Shares Amount 

Un r e a l i z e d 
Gain 

C a p i t a l Accumulated (Loss) on 

Foreign 
Currency 
T r a n s l a t i o n Ti 

Surplus D e f i c i t Investments Adjustment 

<S> 
Balances, December 31, 1994 
Net l o s s 
P r e f e r r e d stock dividends 

($3.50 per share) 
Stock i s s u e d under stock 

<C> 
2,300 

<C> <C> <C> <C> <C> <c> 
$ 575 48,144 $ 12,036 $328,995 $ (63,437) $ 3,396 

(101,719) 

(8,050) 

<C> 
$ (3,158) 
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o p t i o n plans and e x e r c i s e 
of warrants 

Stock i s s u e d to d i r e c t o r s 
Net change i n u n r e a l i z e d 

l o s s on investments 
Net change i n f o r e i g n 

currency t r a n s l a t i o n 
adjustment 

Treasury stock i s s u e d 

166 
7 

41 
2 

1,294 
63 

(3,296) 

(1,740) 

Balances, December 31, 1995 2,300 575 48,317 12,079 330,352 (173,206) 100 (4,898) 
Net l o s s (32,354) 
P r e f e r r e d stock dividends 

($3.50 per share) (8,050) 
Stock i s s u e d f o r cash, 

net of issuance c o s t s 2,875 719 21,154 
Stock i s s u e d to d i r e c t o r s 7 2 53 
Net change i n u n r e a l i z e d 

l o s s on investments (132) 

Balances, December 31, 1996 2,300 575 51,199 12,800 351,559 (213,610) . (32) (4,898) 
Net l o s s (483) 
Pr e f e r r e d stock dividends 

($3.50 per share) (8,050) 
Stock i s s u e d f o r cash, 

net of issuance c o s t s 3,950 987 22,368 
Stock i s s u e d to d i r e c t o r s 7 2 39 
Net change i n u n r e a l i z e d 

l o s s on investments (31) 

Balances, December 31, 1997 2,300 $ 575 55,156 $ 13,789 $373,966 $(222,143) $ (63) $ (4,898) 

The accompanying notes are an i n t e g r a l p a r t of the c o n s o l i d a t e d f i n a n c i a l 
statements. 

</TABLE> 

80 

HECLA MINING COMPANY AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A. BASIS OF PRESENTATION -- The accompanying co n s o l i d a t e d 
f i n a n c i a l statements i n c l u d e the accounts of Hecla Mining Comp any 
(Hecla or the Company), i t s m a j o r i t y -owned s u b s i d i a r i e s and i t s 
propo r t i o n a t e share of the accounts of the j o i n t ventures i n 
which i t p a r t i c i p a t e s . A l l . s i g n i f i c a n t intercompany t r a n s a c t i ons 
and accounts are e l i m i n a t e d i n c o n s o l i d a t i o n . 

The Company's revenues and p r o f i t a b i l i t y are s t r o n g l y i n f l u e n ced 
by world p r i c e s f o r gold, s i l v e r , l e a d , and z i n c , which f l u c t u ate 
widely and are a f f e c t e d by numerous f a c t o r s beyond the Compan y's 
c o n t r o l , i n c l u d i n g i n f l a t i o n and worldwide f o r c e s of supply and 
demand. The aggregate e f f e c t of these f a c t o r s i s not p o s s i b l e to 
a c c u r a t e l y p r e d i c t . 

The p r e p a r a t i o n of f i n a n c i a l statements i n conformity w i t h 
g e n e r a l l y accepted accounting p r i n c i p l e s r e q u i r e s management to 
make estimates and assumptions that a f f e c t the reported amou nts 
of assets and l i a b i l i t i e s and d i s c l o s u r e of conting ent 
l i a b i l i t i e s at the dates of the f i n a n c i a l statements and the 
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reported amounts 
periods. A c t u a l 
estimates. 

of revenues and expenses during 
r e s u l t s could d i f f e r m a t e r i a l l y 

the report 
from t h 

ni g 
ose 

C e r t a i n c o n s o l i d a t e d f i n a n c i a l statement amounts have b een 
r e c l a s s i f i e d t o conform to the 1997 p r e s e n t a t i o n . Th ese 
r e c l a s s i f i c a t i o n s had no e f f e c t on the net l o s s o r accumula ted 
d e f i c i t as p r e v i o u s l y reported. 

B. COMPANY'S BUSINESS AND CONCENTRATIONS OF CREDIT RISK -- The 
Company i s engaged i n mining and mineral processing a c t i v i t i es, 
i n c l u d i n g e x p l o r a t i o n , e x t r a c t i o n , p r o c e s s i n g , and rec l a m a t i on. 
The Company's p r i n c i p a l products are metals ( p r i m a r i l y go I d , 
s i l v e r , l e a d , and zinc) and i n d u s t r i a l . minerals ( p r i m a r i l y c l ay, 
aggregate and landscape products). S u b s t a n t i a l l y a l l of the 
Company's operations are conducted i n the United States and 
Mexico. Sales of metals products are made p r i n c i p a l l y to 
domestic and ' f o r e i g n custom smelters and metal t r a d e r s . The 
Company s e l l s s u b s t a n t i a l l y a l l of i t s m e t a l l i c concentrates t o 
smelters which are subject to extensive r e g u l a t i o n s i n c l u d i n g 

The Company has no c o n t r o l o ver 
t h e i r compliance w i t h environmen t a l 
smelting c a p a c i t y a v a i l a b l e to the 
reduced because of environmen t a l 
i s p o s s i b l e t h a t the Compan y's 

environmental p r o t e c t i o n laws, 
the smelters' operations or 
laws and r e g u l a t i o n s . I f the 
Company were s i g n i f i c a n t l y 
requirements or otherwise, i t 
s i l v e r operations 
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could be adv e r s e l y a f f e c t e d . I n d u s t r i a l minerals 
p r i n c i p a l l y to domestic and Mexican manufacturers and wholesale 

Sales to s i g n i f i c a n t metals customers, as a percentage of to 
sales of metals, were as f o l l o w s : 

o l d 
r s . 

t a l 

1997 1996 1995 

Customer A 
Customer B 
Customer C 
Customer D 

30.1% 
19.8% 
12.8% 

1.3% 

31.2% 
29.5% 
16.0% 

7.5% 

30.6% 
32 .8% 

8.2% 
11.6% 

During 1997, 1996, and 1995, the Company s o l d 23.8%, 10.8% 
7.2%, r e s p e c t i v e l y , of i t s products to companies i n fore 
c o u n t r i e s . s i g n i f i c a n t export s a l e s , as a percentage of to 
sal e s to f o r e i g n c o u n t r i e s , were as f o l l o w s : 

1997 1996 1995 

and 
i g n 
t a l 

Canada 
Mexico 
Belgium 
Japan 
England 

28.2% 
17.8% 
13.6% 
13 .4% 
11.4% 

27.7% 
32.9% 

2.3% 
5.6% 

26.2% 
42.7% 

1.0% 
0.2% 

The Company's f i n a n c i a l instruments that are exposed t o 
concentrations of c r e d i t r i s k c o n s i s t p r i m a r i l y of cash and c ash 
equival e n t s and trade accounts r e c e i v a b l e . The Company p l a ces 
i t s cash and temporary cash investments w i t h i n s t i t u t i o n s of h i g h 
cr e d i t - w o r t h i n e s s . At times such investments may be i n excess of 
the f e d e r a l insurance l i m i t . The Company r o u t i n e l y assesses the 
f i n a n c i a l s t r e n g t h of i t s customers and, as a consequen ce, 
be l i e v e s t h a t i t s trade accounts r e c e i v a b l e c r e d i t r i s k expos ure 
i s l i m i t e d . 

C. INVENTORIES -- Inv e n t o r i e s are s t a t e d 
average cost or estimated net r e a l i z a b l e value. 

lower of 

p. INVESTMENTS -- The Company uses the e q u i t y method to account 
f o r investments i n common stock of operating companies 20% to 50% 
owned. Investments - i n nonoperating companies that are not 
intended f o r r e s a l e or are not r e a d i l y marketable are valued at 
the lower of cost or net r e a l i z a b l e value. Marketable equ i t y 
s e c u r i t i e s are c a t e g o r i z e d as a v a i l a b l e f o r s a l e . 
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Page 61 of 83 

F - 8 

<PAGE> 82 

R e a l i z e d gains and l o s s e s on the s a l e of s e c u r i t i e s are 
recognized on a s p e c i f i c i d e n t i f i c a t i o n b a s i s . U n r e a l i z e d ga i n s 
and l o s s e s are incl u d e d as a component of shareholders' equ i t y 
net of r e l a t e d d e f e r r e d income taxes, unless a perman ent 
impairment i n value has occurred, which i s then charged to 
operations. 

R e s t r i c t e d investments h e l d at December 31, 1997 and 19 96, 
p r i m a r i l y , represent investments i n money market funds and U -S. 
Treasury s e c u r i t i e s . These investments are or were r e s t r i c t e d 
f o r reclamation funding, as w e l l as reclamation surety bond and 
appeal bond c o l l a t e r a l requirements. 

E. PROPERTIES, PLANTS AND EQUIPMENT -- P r o p e r t i e s , p l a n t s and . 
equipment are s t a t e d at the lower of cost or estimated net 
r e a l i z a b l e v a l ue. Maintenance, r e p a i r s and renewals are char ged 
to operations. Betterments of a major nature are c a p i t a l i z ed. 
When assets are r e t i r e d or s o l d , the co s t s and r e l a t e d allowan ces 
f o r d e p r e c i a t i o n and a m o r t i z a t i o n are e l i m i n a t e d from the 
accounts and any r e s u l t i n g g a i n or l o s s i s r e f l e c t e d i n 
operat i o n s . I d l e f a c i l i t i e s , p l a c e d on a standby b a s i s , are 
c a r r i e d at the lower of net c a r r y i n g value or estimated net 
r e a l i z a b l e value. 

Management of the Company reviews the net c a r r y i n g value of a l l 
f a c i l i t i e s , i n c l u d i n g i d l e f a c i l i t i e s , on a p e r i o d i c bas i s . 
These reviews consider, among other f a c t o r s , (1) the net 
r e a l i z a b l e value of each major type of asset, on a property -by-
property b a s i s , to reach a judgment concerning p o s s i b l e perman ent 
impairment of value and any need f o r a w r i t e -down i n asset value; 
(2) the a b i l i t y of the Company t o fund a l l care, maintenance and 
standby c o s t s ; (3) the s t a t u s and usage of the assets, while i n a 
standby mode, to thereby determine whether some form of 
am o r t i z a t i o n i s ap p r o p r i a t e ; and (4) current estimates of me t a l 
p r i c e s -that a f f e c t the d e c i s i o n to reopen or make a d i s p o s i t i o n 
of the as s e t s . The Company estimates the net r e a l i z a b l e value of 
each property based on the estimated undiscounted future c ash 
flows that w i l l be generated from operations at each proper t y , 
the estimated salvage value of the surface p l a n t and equipm ent 
and the value a s s o c i a t e d w i t h property i n t e r e s t s . Th ese 
estimates of undiscounted f u t u r e cash flows are dependent u pon 
estimates of metal to be recovered from proven and probable ore 

reserves and, where a p p r o p r i a t e , from the c o n t i n u i t y of e x i s t i ng, 
developed ore bodies, f u t u r e p r o d u c t i o n costs and future met a l s 
p r i c e s over the estimated remaining mine l i f e . I f undiscoun t e d 
cash flows are . l e s s than the c a r r y i n g value of a property, an 
impairment l o s s i s recognized based upon the estimated expec t ed 
fut u r e net cash flows from the property discounted at an i n t e r est 
rate commensurate w i t h the r i s k i n v o l v e d . E f f e c t i v e Janu ary 
1995, the Company adopted Statement of F i n a n c i a l Account i n g 
Standards No. 121, "Accounting f o r the impairment of Long -Lived 
Assets and f o r Long-Lived Assets t o be Disposed Of" (SFAS 121). 
The adoption of SFAS 121 had no 
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m a t e r i a l impact on the Company's r e s u l t s of operations or 
f i n a n c i a l c o n d i t i o n . 

Management's estimates of metals p r i c e s , recoverable proven and 
probable ore reserves, and op e r a t i n g , c a p i t a l and reclamat i o n 
costs are subject to r i s k s and u n c e r t a i n t i e s of change a f f e c t i n g 
the r e c o v e r a b i l i t y of the Company's investment i n v a r i ous 
p r o j e c t s . Although management has made i t s best estimate of t h ese 
f a c t o r s based on current c o n d i t i o n s and inf o r m a t i o n , i t i s 
reasonably p o s s i b l e that changes c o u l d occur i n the near t erm 
which could adversely a f f e c t management's estimate of net c ash 
flows expected to be generated from i t s operating p r o p e r t i e s and 
the need f o r asset impairment write-downs. 
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D e p r e c i a t i o n i s based on the estimated u s e f u l l i v e s of the ass ets 
and i s computed u s i n g s t r a i g h t - l i n e , d e c l i n i n g - b a l a n c e , ' and u n i t -
o f-production methods. De p l e t i o n i s computed us i n g the u n i t -of-
production method. 

Management's c a l c u l a t i o n s of proven and probable ore reserves are 
based on engineering and g e o l o g i c a l estimates i n c l u d i n g miner a l s 
p r i c e s and operating c o s t s . Changes i n the g e o l o g i c a l and 
engineering i n t e r p r e t a t i o n of v a r i o u s ore bodies, mineral p r i ces 
and operating costs may change the Company's estimates of pro ven 
and probable reserves. I t i s reasonably p o s s i b l e that c e r t a i n of 
the Company's estimates of proven and probable reserves w i l l 
change i n the near term r e s u l t i n g i n a change t o a m o r t i z a t i o n and 
reclamation a c c r u a l r a t e s i n fu t u r e r e p o r t i n g p e r i o d s . 

F. MINE EXPLORATION AND DEVELOPMENT -- E x p l o r a t i o n costs are 
charged to operations as i n c u r r e d , as are normal developm ent 
costs at operating mines. Major mine development expenditu res 
are c a p i t a l i z e d at operating p r o p e r t i e s and at new min i n g 
pr o p e r t i e s not yet producing. 

G. RECLAMATION OF MINING AREAS -- A l l of the Company's 
operations are subject t o reclamation and cl o s u r e requiremen t s . 
Minimum standards f o r . mine reclamation have been e s t a b l i s h e d by 
various governmental agencies which a f f e c t c e r t a i n operations of 
the Company. A reserve f o r mine reclamation costs has b een 
e s t a b l i s h e d f o r r e s t o r i n g c e r t a i n abandoned and, curren t l y 
dis t u r b e d mining areas based upon estimates of cost to com p l y 
with e x i s t i n g reclamation standards. Mine reclamation costs f o r 
operating p r o p e r t i e s • are accrued u s i n g the u n i t -of-production 
method and charged t o cost of s a l e s and other d i r e c t product i o n 
cos t s . The estimated amount of metals or minerals to be 
recovered from a mine s i t e i s based on i n t e r n a l and ex t e r n a l 
g e o l o g i c a l data and i s reviewed by management on a p e r i o d i e 
b a s i s . Changes i n such estimated amounts which a f f ect 
reclamation cost a c c r u a l r a t e s are r e f l e c t e d on a prospect i v e 
ba s i s unless they i n d i c a t e there i s a current impairment of an 
asset's c a r r y i n g value and a d e c i s i o n 
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i s made to permanently c l o s e the property, 
recognized c u r r e n t l y and charged t o 
operations and environmental matters. I t 
that the Company's estimate of i t s 
reclamation costs w i l l change i n the near 

i n which case they 
p r o v i s i o n f o r c l o 
i s reasonably p o s s i 
u l t i m a t e a c c r u a l 
term due to p o s s i 

changes i n laws and 
changes i n cost estimates. 

r e g u l a t i o n s , and i n t e r p r e t a t i o n s thereof. 

are 
sed 
bl e 
f o r 
b l e 
and 

H. REMEDIATION OF MINING AREAS -- The . Company accrues costs 
a s s o c i a t e d w i t h environmental remediation o b l i g a t i o n s when i t i s 
probable that such costs w i l l be i n c u r r e d and they . are reasona b l y 
estimable. A c c r u a l s f o r estimated l o s s e s from environmen t a l 
remediation o b l i g a t i o n s g e n e r a l l y are recognized no l a t e r t han 
completion of the remedial f e a s i b i l i t y study and are charged to 
p r o v i s i o n f o r cl o s e d 'Operations and environmental matters. Co s t s 
of future expenditures f o r environmental remediation are not 
discounted to t h e i r present value; such costs are based on 
management's current estimate of amounts that are expected t o be 
inc u r r e d when the remediation work i s performed w i t h i n c u r r ent 
laws and r e g u l a t i o n s . Recoveries of environmental remediat i o n 
costs from other p a r t i e s are recorded as assets when t h e i r 
r e c e i p t i s deemed probable. 

In 1996, 
issued 

the American I n s t i t u t e 
Statement of P o s t i o n 

of 
96 -

C e r t i f i e d P u b l i c Accounta nts 
"Environmental Remediation 

L i a b i l i t i e s " (SOP 96-1). The Company adopted the p r o v i s i o n s of 
SOP 96-1 during 1996. The adoption of the p r o v i s i o n s of SOP 96 -1 
had no m a t e r i a l e f f e c t on the r e s u l t s of operations or financ i a l 
c o n d i t i o n of the Company. 

I t i s reasonably p o s s i b l e t h a t , due to u n c e r t a i n t i e s a s s o c i a ted 
wi t h d e f i n i n g the nature and extent of environmen t a l 
contamination, a p p l i c a t i o n of laws and r e g u l a t i o n s by reg u l a t ory 
a u t h o r i t i e s , and changes i n remediation technology, the u l t i m ate 
cost of remediation could change m a t e r i a l l y i n the f u t u r e . The 
Company p e r i o d i c a l l y reviews i t s accrued l i a b i l i t i e s f o r s uch 
remediation costs as evidence becomes a v a i l a b l e i n d i c a t i n g t hat 
i t s remediation l i a b i l i t y has p o t e n t i a l l y changed. 
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I. INCOME TAXES -- The Company records deferred tax l i a b i l i t i e s 
and assets f o r the expected f u t u r e income tax consequences of 
events t h a t have been recognized i n i t s f i n a n c i a l statemen t s . 
Deferred tax l i a b i l i t i e s and assets are determined based on the 
temporary d i f f e r e n c e s between the f i n a n c i a l statement c a r r y i n g 
amounts and the tax bases of assets and l i a b i l i t i e s u s i n g enac ted 
tax r a t e s i n e f f e c t i n the years i n which the tempor ary 
d i f f e r e n c e s are expected to reverse. 

J . BASIC AND DILUTED LOSS PER COMMON SHARE -- In February 1997, 
Statement of F i n a n c i a l Accounting Standards No. 128 (SFAS 12 8), 
"Earnings per Share" was is s u e d . SFAS 128 e s t a b l i s h e d standards 

F - l l 

<PAGE> 85 

f o r computing and p r e s e n t i n g earnings per share (EPS) and 
s i m p l i f i e s the e x i s t i n g standards. This standard replaced the 
pr e s e n t a t i o n of primary and f u l l y d i l u t e d EPS w i t h a presentat i o n 
of b a s i c and d i l u t e d EPS. I t a l s o r e q u i r e s the dual presentat i o n 
of b a s i c and d i l u t e d EPS on the face of the income, statement f o r 
a l l e n t i t i e s w i t h complex c a p i t a l s t r u c t u r e s and r e q u i r e s a 
r e c o n c i l i a t i o n of the numerator and denominator of the b a s i c EPS 
computation to the numerator and denominator of the d i l u t e d EPS 
computation. The Company adopted the p r o v i s i o n s of SFAS 128 i n 
1997, and a l l p r i o r p e r i o d EPS c a l c u l a t i o n s have been r e s t a t e d t o 
conform w i t h SFAS . 128. Due t o the losse s i n 1997, 1996, and 19 95, 
common stock e q u i v a l e n t s were excluded from the c a l c u l a t i o n of 
primary EPS as they were a n t i d i l u t i v e . Therefore, there was no 
d i f f e r e n c e i n the c a l c u l a t i o n of b a s i c and primary EPS i n 19 97, 
1996, and 1995, and there i s no d i f f e r e n c e between b a s i c and 
d i l u t e d EPS i n any of these three years. 

K. REVENUE RECOGNITION -- Sales of metal products s o l d d i r e c t l y 
t o smelters are recorded when t i t l e and r i s k of l o s s t r a n s f e r t o 
the smelter, at estimated metal p r i c e s . Recorded values are 
adjusted p e r i o d i c a l l y and upon f i n a l settlement. Metal i n 
products t o l l e d (rather than s o l d to smelters) i s s o l d un der 
co n t r a c t s f o r fu t u r e d e l i v e r y ; such s a l e s are recorded at 
c o n t r a c t u a l amounts when products are a v a i l a b l e to be proces sed 
by the smelter or r e f i n e r y . Sales of i n d u s t r i a l minerals are 
recognized as the minerals are d e l i v e r e d . 

L. INTEREST EXPENSE I n t e r e s t c o s t s i n c u r r e d during the 
c o n s t r u c t i o n of q u a l i f y i n g a ssets are c a p i t a l i z e d as pa r t of the 
asset cost. 

M. CASH EQUIVALENTS -- The Company considers cash e q u i v a l e n t s 
to c o n s i s t of h i g h l y l i q u i d investments w i t h a remaining matur i t y 
of three months or l e s s when purchased. 

N. FOREIGN CURRENCY TRANSLATION -- The Company operates i n 
Mexico w i t h i t s two wholly owned s u b s i d i a r i e s : Minera. Hec l a , 
S.A. de C.V. (Minera Hecla) and K -T Clay de Mexico, S.A. de C.V. 
(K-T Mexico) . The f u n c t i o n a l currency f o r Minera Hecla and K -T 
Mexico i s the U.S. d o l l a r . A c c o r d i n g l y , the Company t r a n s l a tes 
the monetary assets and l i a b i l i t i e s of both s u b s i d i a r i e s at the 
year-end exchange r a t e while nonmonetary assets and l i a b i l i t i e s 
are t r a n s l a t e d at h i s t o r i c a l r a t e s . Income and expense accou nts 
are t r a n s l a t e d a t the average exchange rate f o r each p e r i od. 
T r a n s l a t i o n adjustments and t r a n s a c t i o n gains and lo s s e s • are 
r e f l e c t e d i n the net l o s s f o r the p e r i o d . 

P r i o r to the second q u a r t e r of 1995, K -T Mexico's f u n c t i o n a l 
currency was the Mexican peso. During the second quarter of 
1995, K-T Mexico commenced i n v o i c i n g i t s customers i n U.S. 
d o l l a r s i n s t e a d of the Mexican peso. This change i n d i c a t e d a 
change i n 

F-12 

<PAGE>' 86 

the f u n c t i o n a l currency from the Mexican peso to the U.S. d o l l a r . 
The change i n the f u n c t i o n a l currency. has been accounted f o r 
p r o s p e c t i v e l y commencing i n the second quarter of 19 95. 
Accumulated t r a n s l a t i o n adjustments from p r i o r periods are 
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i n c l u d e d as a separate component of shareholders' e q u i t y . The 
t r a n s l a t e d amounts f o r nonmonetary assets p r i o r to the cha nge 
have become the accounting b a s i s f o r those a s s e t s . 

0. RISK MANAGEMENT CONTRACTS -- In the normal course . of i t s 
business, the Company uses d e r i v a t i v e commodity instruments to 
manage i t s exposure to f l u c t u a t i o n s i n the p r i c e s of c e r t • a i n 
metals which i t produces. The Company does not h o l d or i s sue 
d e r i v a t i v e instruments f o r t r a d i n g purposes. 

The Company uses forward s a l e s and commodity put. and c a l l o p t i ons 
to hedge a n t i c i p a t e d s a l e s of c e r t a i n metal products i t - produc es. 
The Company a l s o u t i l i z e s forward c o n t r a c t s to s e l l i t s unhed ged 
production of metal products. 

The Company accounts f o r commodity put and c a l l options by 
d e f e r r i n g , any gains and l o s s e s , and- the r e l a t e d costs p a i d or 
premium rec e i v e d , f o r c o n t r a c t s .which hedge the s a l e s p r i c e s of 
commodities u n t i l the hedged p o s i t i o n i s s e t t l e d . Gains and 
l o s s e s , and the r e l a t e d costs p a i d or premiums received are 
i n c l u d e d i n s a l e s at the time of settlement. The Comp any 
recognizes revenue on forward s a l e s c o n t r a c t s designated as 
hedges at the time the. Company matches s p e c i f i c production to a 
forward c o n t r a c t , or upon settlement of the net p o s i t i o n . i n ca . sh. 
In the • case of matching s p e c i f i c . p r o d u c t i o n to a c o n t r a c t , the 
revenue may be recognized i n a p e r i o d p r i o r to the. r e c e i p t of 
cash, . i n which case a r e c e i v a b l e i s e s t a b l i s h e d f o r the expec ted 
r e c e i p t , although t h i s time p e r i o d i s t y p i c a l l y l e s s than two 
months. S p e c i f i c c r i t e r i a . r e q u i r e d f o r commodity put and c a l l 
options and forward s a l e s c o n t r a c t s accounting include the 
Company's a b i l i t y to produce the u n d e r l y i n g commodity p r i o r to 
the. c o n t r a ct settlement date, the existence of p r i c e r i s k 
a s s o c i a t e d w i t h the u n d e r l y i n g commodity, the d e s i g n a t i o n of the 
t r a n s a c t i o n at the time the c o n t r a c t i s entered i n t o as a he dge 

• against p r i c e v o l a t i l i t y , and whether t h i s type of t r a n s a c t i o n 
e f f e c t i v e l y reduces the p r i c e r i s k a s s o c i a t e d w i t h the underly i n g 
commodity. 

The Company a l s o uses forward c o n t r a c t s as a means to s e l l 
a v a i l a b l e production. Revenue from these c o n t r a c t s i s recogni zed 
at the time the c o n t r a c t s are entered i n t o , w i t h a correspond i n g 
r e c e i v a b l e , as the commodity has- already been produced and i s 
a v a i l a b l e f o r d e l i v e r y . Upon d e l i v e r y of the underly i n g 
commodity on the settlement date, cash i s r e c e i v e d from the sa l e . 
The only c r i t e r i o n f o r u t i l i z i n g t h i s method i s the a v a i l a b i l i t y 
of produced metal at the time the c o n t r a c t i s entered i n t o . 
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P. ACCOUNTING FOR STOCK OPTIONS -- In October 199S, the 
F i n a n c i a l Accounting Standards Board issued Statement of 
F i n a n c i a l Accounting Standards No. 123, "Accounting f o r Sto ck-
Based Compensation" (SFAS 123). SFAS 123 e s t a b l i s h e s finane i a l 
accounting and r e p o r t i n g standards f o r stock -based employee 
compensation plans. SFAS 123 encourages a l l e n t i t i e s to adopt a 
f a i r value based method of accounting, but allows an e n t i t y to 
continue to measure compensation cost f o r those plans using the 
i n t r i n s i c value method of accounting p r e s c r i b e d by Account i n g 
P r i n c i p l e s Board Opinion No. 25, "Accounting f o r Stock Issued to 
Employees." The Company adopted o n l y the d i s c l o s u r e p r o v i s i ons 
of SFAS 123 i n 199G. 

Q. COMPREHENSIVE INCOME -- In June 1997, Statement of F i n a n c i a l 
Accounting Standards No. 130 (SFAS 130), "Comprehensive Incom e," 
was issued. SFAS 130 e s t a b l i s h e s standards f o r r e p o r t i n g and 
d i s p l a y of comprehensive income and i t s components . i n a f u l l set 
of general purpose f i n a n c i a l statements. SFAS 130 i s e f f e c t i v e 
f o r f i s c a l years beginning a f t e r December 15, 1997, and r e q u i res 
restatement of e a r l i e r periods presented. ' The Company does not 
b e l i e v e the a p p l i c a t i o n of t h i s standard w i l l have a mater i a l 
e f f e c t on the Company's p r e s e n t a t i o n of i t s f i n a n c i a l statements. 

NOTE 2: INVENTORIES 

Inven t o r i e s c o n s i s t of the f o l l o w i n g ( i n thousands): 

December 31, 
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Concentrates, b u l l i o n , metals i n t r a n s i t 
and other products 

I n d u s t r i a l minerals products 
M a t e r i a l s and s u p p l i e s 

4, 773 
9,230 
8, 113 

4,839 
8, 902 
9, 138 

$ 22,116 $ 22,879 

At December 31, 1997, the Company had forward s a l e s commitme nts 
through June 30, 1999 f o r 17,000 ounces of gold at an aver age 
p r i c e of $354 per ounce and forward s a l e s commitments thro ugh 
December 31, 1998, f o r 2, 160,000 ounces of s i l v e r at an aver age 
p r i c e of $5.68 per ounce. A l l of the aforementioned c o n t r a c t s 
are designated as hedges at December 31, 1997. The Company i s 
exposed to c e r t a i n l o s s e s , g e n e r a l l y the amount by which the 
co n t r a c t p r i c e exceeds the spot p r i c e of a commodity, i n the 
event of nonperformance by the cou n t e r p a r t i e s to t h ese 
agreements. The London I n i t i a l g o l d p r i c e at December 31, 1 997 
was $289 per ounce. The Handy & Harman s i l v e r p r i c e at Decern ber 
31, 1997, was $5.95 per ounce. 
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NOTE 3: PROPERTIES, PLANTS AND EQUIPMENT 

The major components of p r o p e r t i e s , p l a n t s and equipment. are ( i n 
thousands): 

December 31, 

1997 1996 

Mining p r o p e r t i e s 
Development costs 
P l a n t s and equipment 
Land 

405,329 391,785 
Less accumulated d e p r e c i a t i o n , 

d e p l e t i o n and a m o r t i z a t i o n 225,292 214,030 

Net c a r r y i n g value $ 180,037 $ 177,755 

$ 51,079 
98,558 

249,534 
6, 158 

$ 39,893 
99,659 

246,091 
6,142 

In the f o u r t h quarter of 1997, as a r e s u l t of the e x p i r a t i o n of 
the u n d e r l y i n g lease agreement, the Company recorded an 
adjustment, t o t a l i n g $0.5 m i l l i o n , to reduce the c a r r y i n g va lue 
of i t s i n t e r e s t i n the Lisbon V a l l e y j o i n t venture. 

On January 
the Company 
Grouse Creek 
the Grouse 
d e f i n e d net 
assumed 100% 
property. 

31, 1997, Great Lakes M i n e r a l s Inc. (Great Lakes) and 
entered i n t o a l e t t e r agreement te r m i n a t i n g the 

j o i n t venture and conveying Great Lakes' i n t e r e s t i n 
Creek mine to Hecla. Great Lakes r e t a i n e d a 5% 
proceeds i n t e r e s t i n the property. The Company has 
of the i n t e r e s t s and o b l i g a t i o n s a s s o c i a t e d w i t h the 

In 1996, based on 
mining p r o p e r t i e s , 
adjustments were necessary 
r e a l i z a b l e values. These 
c o n s i s t e d of write-downs 
i n v e n t o r i e s and produc t i o n 
i n t e r e s t i n the American G i r l mine 
p l a n t and equipment and i n v e n t o r i e s 
the Grouse Creek mine ($5.3 m i l l i o n ) . 

i t s p e r i o d i c reviews of the st a t u s of 
the Company determined th a t 

to p r o p e r l y r e f l e c t 
adjustments, t o t a l i n g 
of property, p l a n t 

notes payable f o r 
($7.6 m i l l i o n ) 

v a n 
c e r t 

estimated 
$12.9 m i l l i 
and equipment 
the 
and 

Compan 
proper 

f o r the Company's i n t e r e s t 

ous 
a i n 
net 
on, 

y's 
t y , 
i n 

In 1995, 
t o t a l i n g 
i n t e r e s t 
Company's 
m i l l i o n ) . 

adjustments to the c a r r y i n g value of mining propert i e s 
$97.4 m i l l i o n were recorded t o w r i t e down the Compan y's 
i n the Grouse Creek mine ($97.0 m i l l i o n ) and f o r the 

i n t e r e s t i n Co n S i l Corp.'s S i l v e r Summit mine ($ 0.4 

The net c a r r y i n g values of the major p r o p e r t i e s of the 
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Company tha t • were on a standby or i d l e b a s i s at December 31, 1 997 
and 1996, were approximately $2.8 m i l l i o n and $4.0 m i l l i on, 
r e s p e c t i v e l y . 
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On September 6, 1996, Hecla and Santa Fe P a c i f i c Gold : Corporat i o n 
(Santa Fe) , which was subsequently acquired by. Newmont G o l d 
Company (Newmont), entered i n t o a j o i n t venture agreement w i t h 
respect t o the development and op e r a t i o n of the Rosebud mi ne. 
Pursuant t o the agreement, a l i m i t e d l i a b i l i t y c o r p o r a t i o n was 
e s t a b l i s h e d w i t h each p a r t y owning a 50% i n t e r e s t i n the mi ne. 
No gain or .loss was recognized i n connection w i t h the agreeme n t . 
Under the terms of the agreement, • Hecla manages the min i n g 
a c t i v i t i e s and Newmont manages m i l l p r o cessing. T o t a l mine - s i t e 
c a p i t a l expenditures to b r i n g the mine i n t o production were $1 8.7 
m i l l i o n ; a l l of which had been expended through December 31, 
1997. Under the terms of the agreement, Newmont funded the f i r s t 
$12.5 m i l l i o n of mine-site development and i s a l s o r e s p o n s i b l e to 
fund costs of road and m i l l f a c i l i t y improvements. Newmont a l s o 
co n t r i b u t e d e x p l o r a t i o n property adjacent to the Rose bud 
property, and funded • the f i r s t $1.0' m i l l i o n i n e x p l o r a t i o n 
expenditures i n 1997, and w i l l fund two - t h i r d s of future 
e x p l o r a t i o n expenditures beyond the i n i t i a l $1.0 m i l l i o n . 

In 1996, Euro-Nevada Mining Corporation Inc. (Euro -Nevada) 
ex e r c i s e d i t s o p t i o n t o purchase an a d d i t i o n a l 1.5% Net Smel t e r 
Return (NSR) r o y a l t y on the Rosebud property f o r $2.5 m i l l i on, 
the proceeds of which were r e t a i n e d by Hecla under the terms of 
the agreement w i t h Newmont. A f t e r the e x e r c i s e of i t s o p t i on, 
Euro-Nevada holds a 4% NSR r o y a l t y on produc t i o n from the Rosebud 
property. The Company recognized a g a i n of $2.5 m i l l i o n i n 1 996 
ass o c i a t e d w i t h t h i s t r a n s a c t i o n . 

In 1996, the Company and Santa Fe entered i n t o a j o i n t vent ure 
agreement f o r the Golden Eagle property l o c a t e d adjacent to the 
Company's Republic mine. This agreement was assumed by Newm ont 
as part of i t s a c q u i s i t i o n of Santa Fe. Newmont purchased an 
immediate 75% i n t e r e s t i n the j o i n t venture f o r $2.5 m i l l i o n . The 
Company recorded a ga i n on the t r a n s a c t i o n t o t a l i n g $0.6 m i l l i on. 
Under the agreement, Newmont i s to fund a l l expenditures at the 
property through the economic f e a s i b i l i t y stage. 

On September 27, 1995, the Company s o l d i t s Apex Unit process i n g 
f a c i l i t y f o r $8.0 m i l l i o n , p l u s c e r t a i n working c a p i t a l i t ems 
t o t a l i n g an a d d i t i o n a l $1.4 m i l l i o n , r e c o g n i z i n g a gain on the 
sale t o t a l i n g approximately $3.2 m i l l i o n . The Company r e c e i ved 
$4.4 m i l l i o n i n cash at c l o s i n g and accepted a note r e c e i v a b l e 
f o r the remaining $5.0 m i l l i o n . Under the note, $3.0 m i l l i on, 
plus accrued i n t e r e s t , was p a i d on September 27, 1996, and the 
balance of $2.0 m i l l i o n , p l u s accrued i n t e r e s t , was p a i d on 
September 27, 1997. 
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NOTE 4: INCOME TAXES 

Major components 
thousands): 

of the Company's income tax p r o v i s i o n are (i n 

Current 
Federal 
State • 
Foreign 

Income tax p r o v i s i o n 

$ 24 
345 

1, 528 

$1,897 

$ (749) $ (298) 
341 

1,085 
307 
300 

Domestic and f o r e i g n components of income 
taxes f o r the years ended December 31, 1997, 

(loss) before i n c 'ome 
1996 and 1995 are as 
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f o l l o w s {in thousands) 

Domestic 
Foreign 

December 31, 

1996 

$ (4,922) 
6,336 

$(36,468) $(104,050) 
4,791 2,640 

T o t a l 

The components 
( i n thousands): 

$(31,677) $(101,410) 

of the net defe r r e d tax l i a b i l i t y were 

December 31, 

Deferred tax assets 
Accrued reclamation c o s t s $ 14,039 $ 17,988 
Investment v a l u a t i o n d i f f e r e n c e s 2, 062 1, 924 
C a p i t a l l o s s c a r r y o v e r 2,373 2,826 
Postretirement b e n e f i t s other 

than pensions 1,051 967 
Deferred compensation 1,059 795 
Accounts r e c e i v a b l e 456 456 
Foreign net o p e r a t i n g l o s s e s 2,634 3,048 
Federal net op e r a t i n g l o s s e s 83,715 72,686 
State net o p e r a t i n g l o s s e s 8,372 7, 514 
Tax c r e d i t carryforwards 3,487 2, 659 
Miscellaneous 1,446 2,531 

T o t a l d e f e r r e d tax assets 120,694 113,394 
V a l u a t i o n allowance (112,478) (107,937 

Net d e f e r r e d tax a s s e t s 8,216 5,457 

Deferred tax l i a b i l i t i e s 
P r o p e r t i e s , p l a n t s and equipment 
Deferred income * 
Pension c o s t s 
I n v e n t o r i e s 

Deferred s t a t e income taxes, net 

To t a l d e f e r r e d t a x l i a b i l i t i e s 

Net de f e r r e d tax l i a b i l i t y 
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(5,815) 
(134) 

(1,461) 
(806) 
(300) 

(8,516) 

$ (300) 

(3,903) 
(210) 
(951) 
(393) 
(359) 

(5,816) 

$ (359) 
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The Company recorded a v a l u a t i o n allowance t o r e f l e c t the 
estimated amount of d e f e r r e d tax assets which may not be r e a l i z e d 
p r i n c i p a l l y due to the e x p i r a t i o n of net operating l o s s e s and tax 
c r e d i t carryforwards. The changes i n the v a l u a t i o n allowance f o r 
the years ended December 31, 1997, 1996 and 1995, are as f o l l o w s 
( i n thousands): 

f o i l ows 

1997 1996 1995 

Balance at beginning of year $ (107,937) $ (97,705) $ (67,14 9) 
Increase r e l a t e d t o n o n u t i l i z a t i o n 
of net operating l o s s c a r r y 
forwards and nonr e c o g n i t i o n of 
defer r e d tax assets due to 
u n c e r t a i n t y of recovery (4,541) (10,232) (30,55 6) 

Balance at end of year $ (112,478) $ (107,937) $ (97,70 5) 

The annual tax p r o v i s i o n i s d i f f e r e n t from the amount which would 
be provided by a p p l y i n g the s t a t u t o r y f e d e r a l income tax r a t e t o 
the Company's pretax income ( l o s s ) . The reasons f o r the 
d i f f e r e n c e are ( i n thousands): 

1997 1996 1995 

Computed " s t a t u t o r y " 
p r o v i s i o n (benefit) . $ *481 34% $(10,770) (34)% $(34,479) ( 34)% 
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1,188 84 11,716 37 34,782 34 

228 16 (269) (1) 6 0 

$ 1,897 134% $ 677 2% $ 309 0% 

As of December 31, 1997, f o r income tax purposes, the Company has 
operating l o s s carryovers of $246.0 m i l l i o n and $136.0 m i l l i o n , 
f o r r e g u l a r and a l t e r n a t i v e minimum tax purposes, r e s p e c t i v e l y . 
These op e r a t i n g l o s s carryovers e x p i r e over the next 15 years, 
the m a j o r i t y of which e x p i r e between 2006 and 2012. In a d d i t i o n , 
the Company, has f o r e i g n tax op e r a t i n g l o s s e s of approximately 
$8.0 m i l l i o n which e x p i r e p r i o r to. 2003 and investment t a x c r e d i t 
carryovers of $1.1 m i l l i o n which e x p i r e p r i o r to 2002. 
Approximately $17.0 m i l l i o n and $8.0 m i l l i o n of r e g u l a r and 
a l t e r n a t i v e minimum tax l o s s carryovers, r e s p e c t i v e l y , are 
subject t o l i m i t a t i o n s i n any given year due to mergers. The 
Company has approximately $1.2 m i l l i o n i n a l t e r n a t i v e minimum tax 
c r e d i t carryovers e l i g i b l e t o reduce f u t u r e r e g u l a r t ax 
l i a b i l i t i e s . 

N o n u t i l i z a t i o n of net 
oper a t i n g l o s s e s and 
e f f e c t of f o r e i g n t a x , 
p r o v i s i o n s 

State income taxes, net 
. of f e d e r a l tax b e n e f i t 
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NOTE 5: LONG-TERM DEBT AND CREDIT AGREEMENT 

Long-term debt c o n s i s t s of the f o l l o w i n g ( i n thousands): 

December 31, . 

1997 1996 

Revolving c r e d i t agreement $ 12,000 $ 38,000 
Revenue bonds 9,800 - -
Notes payable - Sunbeam - - 346 
Other long-term debt 486 208 

22,286 38,554 
Less current p o r t i o n (150) (346) 

$ 22,136 $ 38,208 

Revolving C r e d i t Agreement 

On August 11, 1997, the Company entered i n t o a new r e v o l v i n g and 
term loan c r e d i t f a c i l i t y (Bank Agreement) t o replace,the p r i o r 
f a c i l i t y . Under the terms of the Bank Agreement, the Company may 
borrow up t o $55.0 m i l l i o n on a r e v o l v i n g c r e d i t b a s i s through 
J u l y 31, 2000, repayable i n e i g h t q u a r t e r l y i n s t a l l m e n t s 
beginning October 31, 2000. During the commitment p e r i o d , the 
Company pays an annual f a c i l i t y fee ranging from $178,750 to 
$261,250, the amount of which i s based on average q u a r t e r l y 
borrowings. The Bank Agreement inclu d e s c e r t a i n c o l l a t e r a l 
p r o v i s i o n s , i n c l u d i n g the pledging of the common stock of c e r t a i n 
of the Company's s u b s i d i a r i e s and p r o v i d i n g the lenders a 
s e c u r i t y i n t e r e s t i n accounts r e c e i v a b l e . Under the Bank 
Agreement, the Company i s r e q u i r e d to maintain c e r t a i n f i n a n c i a l 
r a t i o s , and meet c e r t a i n net worth and indebtedness t e s t s f o r 
which the Company was i n compliance at December 31, 1997. Amounts 
a v a i l a b l e f o r borrowing under the Bank Agreement are based on a 
defined debt to cash flow t e s t . At December 31, 1997, the 
Company had borrowings c l a s s i f i e d as long -term debt of $12.0 
m i l l i o n under the Bank Agreement. The amount a v a i l a b l e t o borrow 
i s reduced by the $9.8 m i l l i o n amount of tax -exempt s o l i d waste 
d i s p o s a l bonds outstanding (described below). At December 31, 
1997, the Company had the a b i l i t y to borrow an a d d i t i o n a l $33.2 
m i l l i o n under the Bank Agreement. The i n t e r e s t r a t e f o r 
borrowing under the Bank Agreement as of December 31, 1997 was 
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7.355%. 

Revenue Bonds 

On J u l y 30, 1997, the Company is s u e d $9.8 m i l l i o n aggregate 
p r i n c i p a l amount of tax-exempt, s o l i d waste d i s p o s a l revenue 
bonds. The net proceeds of approximately $9.6 m i l l i o n from the 
issuance were i n i t i a l l y used t o pay down debt under the Company's 
e x i s t i n g r e v o l v i n g and term loan c r e d i t f a c i l i t y . The bonds 
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mature on J u l y 1, 2007. The payment of the unpaid p r i n c i p a l and 
up t o $140,959 of i n t e r e s t (35 days at an annual r a t e of 15%) on 
the bonds i s c o l l a t e r a l i z e d by an i r r e v o c a b l e , d i r e c t -pay l e t t e r 
of c r e d i t , which w i l l e x p i r e on J u l y 31, 1998 unless extended. 
The l e t t e r of c r e d i t has an annual fee equal to 1.5% of the 
amount of the l e t t e r of c r e d i t . The bonds i n i t i a l l y bear 
i n t e r e s t at the weekly r a t e as determined by the remarketing 
agent. At the Company's o p t i o n , the weekly r a t e may be converted 
to a f i x e d or v a r i a b l e r a t e . While the bonds bear i n t e r e s t at 
the weekly r a t e or the v a r i a b l e r a t e , the bonds are redeemable at 
the o p t i o n of the Company and the d i r e c t i o n of the Company, i n 
whole or i n increments of $100,000, upon at l e a s t 30 days w r i t t e n 
n o t i c e . C e r t a i n r e s t r i c t i o n s are a p p l i c a b l e t o o p t i o n a l 
redemptions while the bonds bear i n t e r e s t at the f i x e d r a t e . At 
December 31, 1997, there was $9.8 m i l l i o n i n revenue bonds 
outstanding c l a s s i f i e d as long-term debt. The i n t e r e s t r a t e on 
the bonds as of December 31, 1997 was 4.4%. 

Notes Payable - Sunbeam 

The Sunbeam notes were n o n - i n t e r e s t bearing, discounted at 15% 
and payable i n three annual equal amounts. The f i n a l i n s t a l l m e n t 
was p a i d i n January 1997. 

NOTE 6: COMMITMENTS AND CONTINGENCIES 

Commitments 

The Company leases v a r i o u s f a c i l i t i e s and equipment under 
noncancelable o p e r a t i n g lease arrangements. The major f a c i l i t i e s 
and equipment leases are f o r terms of three to ten years. Future 
minimum lease payments under these noncancelable operating leases 
as of December 31, 1997, are as f o l l o w s ( i n thousands): 

Year ending December 31, 

1998 • $ 3,458 
1999 2,972 
2000 1,968 
2001 1,148 
2002 383 
Thereafter 312 

T o t a l minimum lease payments $10,241 

Approximately $1.4 m i l l i o n of the above minimum lease -payments 
r e l a t e to equipment used at the Company's Grouse Creek mine which 
was w r i t t e n down i n 1996 and 1995. The Company i s seeking 
arrangements such th a t there w i l l be no m a t e r i a l a d d i t i o n a l lease 
o b l i g a t i o n s i n connection w i t h the Grouse Creek mine beyond A p r i l 
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1998; however, there can be no assurance that the Company w i l l be 
s u c c e s s f u l i n making such arrangements. The lease o b l i g a t i o n s 
through A p r i l 1998 were accrued and charged to operations i n 
1997. 

Rent expense i n c u r r e d f o r o p e r a t i n g leases during the years ended 
December 31, 1997, 1996 and 1995 was approximately $4.8 m i l l i o n , 
$4/2 m i l l i o n and $3.8 m i l l i o n , r e s p e c t i v e l y . 

Contingencies 

- - Bunker H i l l 
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In 1994, the Company, as a p o t e n t i a l l y r e s p o n s i b l e p a r t y under 
the Comprehensive Environmental Response, Compensation, and 
L i a b i l i t y Act of 1980, as amended (CERCLA or Superfund), entered 
i n t o a Consent Decree w i t h the Environmental P r o t e c t i o n Agency 
(EPA) and the State of Idaho, concerning environmental 
remediation o b l i g a t i o n s at the Bunker H i l l Superfund S i t e (Bunker 
H i l l S i t e ) l o c a t e d at Ke l l o g g , Idaho. The Consent Decree s e t t l e s 
the Company's response-cost l i a b i l i t y under Superfund at the 
Bunker H i l l S i t e . As of December 31, 1997, the Company has 
estimated and accrued an allowance f o r l i a b i l i t y f o r remedial 
a c t i v i t y costs at the Bunker H i l l S i t e of $7.3 m i l l i o n . These 
estimated expenditures are a n t i c i p a t e d t o be made over the next 
three to f i v e years. As w i t h any estimate of t h i s nature, i t i s 
reasonably p o s s i b l e , that the Company's estimate of t h i s 
o b l i g a t i o n may change i n the near term. 

Coeur d'Alene R i v e r Basin N a t u r a l Resource Damage Claims 

- - Coeur d'Alene Tri b e Claims 

In J u l y 1991, the Coeur d'Alene Indian T r i b e (the Tribe) brought 
a l a w s u i t , under CERCLA, i n Idaho Federal D i s t r i c t Court against 
the Company and a number of other mining companies a s s e r t i n g 
claims f o r damages to n a t u r a l resources downstream from the 
Bunker H i l l S i t e over which the T r i b e a l l e g e s some ownership or 
c o n t r o l . The Company has answered the T r i b e ' s complaint denying 
l i a b i l i t y f o r n a t u r a l resource damages. In October 1996, 
f o l l o w i n g a court imposed four-year s t a y of the proceeding, the 
Tribe ' s n a t u r a l resource damage l i t i g a t i o n was co n s o l i d a t e d w i t h 
the United States Natural Resources Damage l i t i g a t i o n described 
below. 

- - U.S. Government Claims 

On March 22, 1996, the United States f i l e d a l a w s u i t i n Idaho 
Federal D i s t r i c t Court against c e r t a i n mining companies that 
conducted h i s t o r i c mining operations i n the S i l v e r V a l l e y of 
northern Idaho, i n c l u d i n g the Company. The l a w s u i t a s s e r t s 
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claims under CERCLA and the Clean Water Act and seeks recovery 
f o r a l l e g e d damages t o or l o s s of n a t u r a l resources l o c a t e d i n 
the Coeur d'Alene R i v e r Basin (the Basin) i n northern Idaho over 
which the United States a s s e r t s t o be the t r u s t e e under CERCLA. 
The l a w s u i t a s s e r t s that the defendants' h i s t o r i c mining a c t i v i t y 
r e s u l t e d i n releases of hazardous substances and damaged n a t u r a l 
resources w i t h i n the Basin. The s u i t a l s o seeks d e c l a r a t o r y 
r e l i e f t h a t the Company and other defendants are j o i n t l y and 
s e v e r a l l y l i a b l e f o r response costs under CERCLA f o r h i s t o r i c 
mining impacts i n the Basin outside the Bunker H i l l S i t e . The 
Company answered the complaint on May 17, 1996, denying l i a b i l i t y 
to the United States under CERCLA and the Clean Water Act and 
asserted a counterclaim against the United States f o r the f e d e r a l 
government's involvement i n mining a c t i v i t y i n the Basin which 
c o n t r i b u t e d to the rele a s e s and damages a l l e g e d by the United 
States. The Company b e l i e v e s i t a l s o has a number of defenses to 
the United S t a t e s ' c l a i m s . In October 1996, the Court 
c o n s o l i d a t e d the Coeur d'Alene T r i b e N a t u r a l Resource Damage 
l i t i g a t i o n w i t h t h i s l a w s u i t f o r d i s c o v e r y and other l i m i t e d 
p r e t r i a l purposes. The. case i s proceeding through d i s c o v e r y and 
the defendant mining companies have f i l e d a number of summary 
judgment motions which are c u r r e n t l y pending before the Court. 

- - State of Idaho Claims 

On March 22, 1996, the Company entered i n t o an agreement (the 
Idaho Agreement) w i t h the State of Idaho (State) pursuant to 
which the Company agreed to continue c e r t a i n f i n a n c i a l 
c o n t r i b u t i o n s to environmental cleanup work i n the Basin being 
undertaken by a State Trustees group. In r e t u r n , the State 
agreed not to sue the Company f o r damage to n a t u r a l resources f o r 
which the State i s a t r u s t e e f o r a p e r i o d of f i v e years, to 
pursue settlement w i t h the Company of the State's n a t u r a l 
resource damage claims and to grant the Company c r e d i t against 
any such State claims f o r a l l expenditures made under the Idaho 
Agreement and c e r t a i n other Company c o n t r i b u t i o n s and 
expenditures f o r environmental cleanup i n the Basin. 
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At December 31, 1997, the Company's a c c r u a l f o r remediation 
a c t i v i t y i n the Basin, not i n c l u d i n g the Bunker H i l l S i t e , 
t o t a l e d approximately $0.8 m i l l i o n . These expenditures are 
a n t i c i p a t e d t o be made over the next four years. Depending on 
the r e s u l t s of the aforementioned l a w s u i t s , i t i s p o s s i b l e t h a t 
the Company's estimate of i t s o b l i g a t i o n may change i n the near 
term. 

Insurance Coverage L i t i g a t i o n i 

In 1991, the Company i n i t i a t e d l i t i g a t i o n i n the Idaho State 
D i s t r i c t Court i n Kootenai County, Idaho, against a number of 
insurance companies which provided comprehensive general 
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l i a b i l i t y insurance coverage t o the Company and i t s predecessors. 
The Company b e l i e v e s t h a t the insurance companies have a duty t o 
defend and indemnify the Company under t h e i r p o l i c i e s of 
insurance f o r a l l l i a b i l i t i e s and claims a s s e r t e d against the 
Company by the EPA and. the T r i b e under CERCLA r e l a t e d to the 
Bunker H i l l S i t e and the Basin i n northern Idaho. In 1992, the 
Court r u l e d that the primary insurance companies had a duty t o 
defend the Company i n the Tr i b e ' s l a w s u i t . During 1995 and 1996, 
the Company entered i n t o settlement agreements w i t h a number of 
the insurance c a r r i e r s named i n the l i t i g a t i o n . The Company has 
received a t o t a l of approximately $7.2 m i l l i o n under the terms of 
the settlement agreements. T h i r t y percent of these settlements 
vere p a i d to the EPA t o reimburse the U.S. Government f o r past 
c o s t s under the Bunker H i l l S i t e Consent Decree. L i t i g a t i o n i s 
s t i l l pending against one i n s u r e r w i t h t r i a l continued u n t i l the 
und e r l y i n g environmental claims against the Company are r e s o l v e d 
or s e t t l e d . The remaining i n s u r e r i s p r o v i d i n g the Company w i t h 
a p a r t i a l defense i n a l l Basin environmental l i t i g a t i o n . As of 
December 31, 1997, the Company had not reduced i t s a c c r u a l f o r 
reclamation and c l o s u r e c o s t s to r e f l e c t the r e c e i p t of any 
a n t i c i p a t e d insurance proceeds. 

The Company i s subject to other l e g a l proceedings and claims 
which have a r i s e n i n the o r d i n a r y course of i t s business and have 
not been f i n a l l y a d j u d i c a t e d . Although there can be no assurance 
as t o the u l t i m a t e d i s p o s i t i o n of these matters and the 
proceedings d i s c l o s e d above, i t i s the o p i n i o n of the Company's 
management, based upon the i n f o r m a t i o n a v a i l a b l e at t h i s time, 
that the c u r r e n t l y expected outcome of these matters, 
i n d i v i d u a l l y or i n the aggregate, w i l l not have a m a t e r i a l 
adverse e f f e c t on the r e s u l t s of operations, f i n a n c i a l c o n d i t i o n 
or cash flows of the Company. 

NOTE 7: EMPLOYEE BENEFIT PLANS 

The Company and c e r t a i n s u b s i d i a r i e s have d e f i n e d b e n e f i t pension 
plans covering s u b s t a n t i a l l y a l l employees. One p l a n covering 
e l i g i b l e s a l a r i e d and h o u r l y employees provides retirement 
b e n e f i t s and i s based on the employee's compensation during the 
highest 36 months of the l a s t 120 months before retirement. Three 
other pension plans covering e l i g i b l e h o u r l y employees provide 
b e n e f i t s of s t a t e d amounts f o r each year of s e r v i c e . I t i s the 
Company's p o l i c y t o make c o n t r i b u t i o n s to these plans s u f f i c i e n t 
to meet the minimum funding requirements of a p p l i c a b l e laws and 
r e g u l a t i o n s , p l u s such a d d i t i o n a l amounts, i f any, as the Company 
and i t s a c t u a r i a l c o n s u l t a n t s consider a p p r o p r i a t e . C o n t r i b u t i o n s 
are intended to provide not only f o r b e n e f i t s a t t r i b u t e d t o 
s e r v i c e t o date, but a l s o f o r those expected to be earned i n the 
fu t u r e . Plan assets f o r these plans c o n s i s t p r i n c i p a l l y of 
e q u i t y s e c u r i t i e s , insurance c o n t r a c t s and corporate and U.S. 
government o b l i g a t i o n s . 
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Net p e r i o d i c pension cost (income) f o r the plans c o n s i s t e d of the 
f o l l o w i n g i n 1997, 1996 and 1995 ( i n thousands): 

1997 1996 1995 
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Service cost $ 946 $ 881 $ 778 
In t e r e s t cost 2,330 2, 196 2, 021 
Return on p l a n assets (3,962) (3,499) (2,607) 
Am o r t i z a t i o n of t r a n s i t i o n asset (392) (419) (434) 
A m o r t i z a t i o n of unrecognized 

p r i o r s e r v i c e cost 121 91 70 
Amo r t i z a t i o n of unrecognized net 

gain from e a r l i e r periods (428) (60) (12) 

Net pension income $(1,385) $ (810) $ (184) 

The f o l l o w i n g t a b l e s e t s f o r t h the funded s t a t u s of the plans and 
amounts recognized i n the Company's c o n s o l i d a t e d balance sheets 
( i n thousands): 

December 31, 

A c t u a r i a l present value of 
b e n e f i t o b l i g a t i o n s : 
Vested b e n e f i t s 
Nonvested b e n e f i t s 

Accumulated b e n e f i t o b l i g a t i o n s 
E f f e c t of p r o j e c t e d f u t u r e s a l a r y 

and wage increases 

Projected b e n e f i t o b l i g a t i o n s 

Plan assets 
Projected b e n e f i t o b l i g a t i o n s 

$ 31,842 
414 

32,256 

3, 928 

$ 36,184 

$ 51,684 
(36,184) 

$ 29,917 
321 

30,238 

1,842 

$ 32,080. 

$ 44,984 
(32,080) 

Plan assets i n excess of p r o j e c t e d 
b e n e f i t o b l i g a t i o n s 15,500 

Unrecognized net ga i n (10,654) 
Unrecognized p r i o r s e r v i c e cost 1,239 
Unrecognized net asset 

at January 1 (1,779) 

Pension asset recognized i n 
con s o l i d a t e d balance sheets $ 4,306 

12,904 
(9,260) 
1,378 

(2,213) 

The p r o j e c t e d b e n e f i t o b l i g a t i o n was c a l c u l a t e d by ap p l y i n g the 
f o l l o w i n g r a t e s : 

Discount r a t e 
Long-term compensation increase 
Long-term r a t e of r e t u r n on pla n 

1997 1996 

7.00% 7.50% 
4.00% 4.00% 

assets 9.00% 9.00% 

The Company provides c e r t a i n postretirement b e n e f i t s , p r i n c i p a l l y 
h e a l t h care and l i f e insurance b e n e f i t s f o r q u a l i f y i n g r e t i r e d 
employees. The cos t s of these b e n e f i t s are funded out of general 
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corporate funds and are accrued over the p e r i o d i n which a c t i v e 
employees provide s e r v i c e s t o the Company. Net p e r i o d i c 
postretirement b e n e f i t c o s t s i n c l u d e the f o l l o w i n g components ( i n 
thousands): 

1997 1996 1995 

Service cost $ 15 $ 16 $ 13 
I n t e r e s t cost 143 145 154 
Am o r t i z a t i o n of gai n (56) (24) (18) 

Net postretirement b e n e f i t cost $ 102 $ 137 $ 14 9 

The f o l l o w i n g t a b l e sets f o r t h the status of the postretirement 
b e n e f i t programs (other than pensions) and amounts recognized i n 
the Company's c o n s o l i d a t e d balance sheets ( i n thousands): 

December 31, 

1997 1996 
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Accumulated postretirement 
b e n e f i t o b l i g a t i o n s : 

R e t i r e e s $ 1,173 $ 1,236 
F u l l y e l i g i b l e , a c t i v e p l a n 

p a r t i c i p a n t s 454 441 
Other a c t i v e p l a n p a r t i c i p a n t s 288 234 

Accumulated postretirement 
b e n e f i t o b l i g a t i o n s recognized 
i n c o n s o l i d a t e d balance sheets 

1,915 1,911 
Unrecognized net ga i n 601 571 

The a c t u a r i a l assumptions used i n determining the Company's 
accumulated postretirement b e n e f i t o b l i g a t i o n are provided i n the 
t a b l e below. Due to the short p e r i o d which the Company provides 
medical b e n e f i t s to i t s r e t i r e e s , the increases i n medical costs 
are assumed to be 6% i n each year. A 1% change i n the assumed 
h e a l t h care cost t r e n d r a t e would not have a s i g n i f i c a n t impact 
on the accumulated pos t r e t i r e m e n t b e n e f i t o b l i g a t i o n or the 
aggregate of s e r v i c e and i n t e r e s t c o s t s f o r 1997 or 1996. 

1997 1996 

Discount r a t e 7.00% 7.50% 
Trend rate f o r medical b e n e f i t s 6.00% 6.00% 

The Company has a n o n q u a l i f i e d Deferred Compensation Plan which 
permits e l i g i b l e o f f i c e r s , d i r e c t o r s and key employees to defer a 
p o r t i o n of t h e i r compensation. The def e r r e d compensation, which 
together w i t h Company matching amounts and accumulated i n t e r e s t 
i s accrued and p a r t i a l l y funded, i s d i s t r i b u t a b l e i n cash a f t e r 
retirement or t e r m i n a t i o n of employment, and at December 31, 1997 
and 1996, amounted to approximately $3.1 m i l l i o n and $2.3 
m i l l i o n , 
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r e s p e c t i v e l y . The Company amended the Deferred Compensation Plan 
e f f e c t i v e January 1, 1995. The amended pl a n allows the 
p a r t i c i p a n t s to def e r up t o a maximum of 50% of base s a l a r y and 
up t o 100% of annual bonuses. The p a r t i c i p a n t may e l e c t t o 
rec e i v e such de f e r r e d amounts, together w i t h i n t e r e s t at the 
Moody's Corporate Bond Y i e l d r a t e , i n one payment at retirement, 
or on any pl a n a n n i v e r s a r y a f t e r the completion of three years, 
as e l e c t e d . 

The"" Company has an employees' C a p i t a l Accumulation Plan which i s 
a v a i l a b l e to a l l s a l a r i e d and c e r t a i n h o u r l y employees a f t e r 
completion of s i x months of s e r v i c e . Employees may c o n t r i b u t e 
from 2% to 15% of t h e i r compensation to the pl a n . The Company 
makes a matching c o n t r i b u t i o n of 25% of an employee's 
c o n t r i b u t i o n up t o , but not exceeding, 6% of the employee's 
earnings. The Company's c o n t r i b u t i o n was approximately $263,000 
i n 1997, $190,000 i n 1996, and $173,000 i n 1995. 

NOTE 8: SHAREHOLDERS' EQUITY 

P r e f e r r e d Stock 

The Company has 2.3 m i l l i o n shares of S e r i e s B Cumulative 
C o n v e r t i b l e P r e f e r r e d Stock (the P r e f e r r e d Shares) outstanding. 
Holders of the P r e f e r r e d Shares are e n t i t l e d to receive 
cumulative cash dividends at the annual r a t e of $3.50 per share, 
payable q u a r t e r l y , when, and i f de c l a r e d by the Board of 
D i r e c t o r s . 

The P r e f e r r e d Shares are c o n v e r t i b l e , i n whole or i n p a r t , at the 
o p t i o n of the holders thereof, i n t o shares of common stock at an 
i n i t i a l conversion p r i c e of $15.55 per share of common stock. 
The P r e f e r r e d Shares are redeemable at the opt i o n of the Company 
at any time, i n whole or i n p a r t , i n i t i a l l y at $52.45 per share 
and t h e r e a f t e r at p r i c e s d e c l i n i n g r a t a b l y on each J u l y 1 t o $50 
per share on or a f t e r J u l y 1, 2003. 

Holders of the P r e f e r r e d Shares have no v o t i n g r i g h t s except i f 
the Company f a i l s t o pay the equ i v a l e n t of s i x q u a r t e r l y 
d i v i d e n d s . I f these dividends are not p a i d , the holders of 

http://globaldocuments.mormngst 11/7/2011 



Page 74 of 83 

P r e f e r r e d Shares, v o t i n g as a c l a s s , s h a l l , be e n t i t l e d to e l e c t 
two a d d i t i o n a l d i r e c t o r s . The holders of P r e f e r r e d Shares a l s o 
have v o t i n g r i g h t s r e l a t e d to c e r t a i n amendments to the Company's 
A r t i c l e s of Inc o r p o r a t i o n . 

The P r e f e r r e d Shares rank s e n i o r to the common stock and any 
outstanding shares of Se r i e s A P r e f e r r e d Shares. The P r e f e r r e d 
Shares have a l i q u i d a t i o n preference of $50 per share p l u s a l l 
declared and unpaid dividends which t o t a l $117,012,000 at 
December 31, 1997. 
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Shareholder Rights Plan 

In 1996, the Company adopted a replacement Shareholder Rights 
Plan. Pursuant to t h i s p l a n , holders of common stock received one 
pr e f e r r e d share purchase r i g h t f o r each common share held. The 
r i g h t s w i l l be t r i g g e r e d once an A c q u i r i n g Person, as de f i n e d i n 
the pla n , acquires 15% or more of the Company's outstanding 
common shares. The 15% t r i g g e r i n g t h r e s h o l d may be reduced by 
the Board of D i r e c t o r s to not l e s s than 10%. When e x e r c i s a b l e , 
the r i g h t would, subject to c e r t a i n adjustments and a l t e r a t i o n s , 
e n t i t l e r i g h t h o l d e r s , other than the A c q u i r i n g Person or group, 
to purchase common stock of the Company or the a c q u i r i n g company 
having a market value of twice the $50 e x e r c i s e p r i c e of the 
r i g h t . The r i g h t s are nonvoting, may be redeemed at any time at 
a p r i c e of one cent per r i g h t , and e x p i r e i n May 2006. 
A d d i t i o n a l d e t a i l s are set f o r t h i n the Rights Agreement f i l e d 
w ith the S e c u r i t i e s and Exchange Commission on May 10, 1996. 

Stock Option Plans 

At December 31, 1997, executives, key employees and d i r e c t o r s had 
been granted options t o purchase common shares under stock o p t i o n 
plans described below. The Company has adopted the d i s c l o s u r e 
only p r o v i s i o n s of SFAS 123. No compensation expense has been 
recognized i n 1997 or 1996 f o r unexercised options r e l a t e d to the 
stock o p t i o n plans. Had compensation cost f o r the Company's 
stock o p t i o n plans been determined based on the f a i r value at the 
grant date f o r awards i n 1997 and 1996 c o n s i s t e n t w i t h the 
p r o v i s i o n s of SFAS 123, the Company's l o s s and per share l o s s 
a p p l i c a b l e to common shareholders would have been increased to 
the pro forma amounts i n d i c a t e d below ( i n thousands, except per 
share amounts): 

1997 1996 1995 

Loss a p p l i c a b l e to common 
shareholders: 

As reported $ 8,533 $40,404 $109,769 
Pro forma $ 9,229 $40,731 $109,826 

Loss a p p l i c a b l e to common 
shareholders per share: 

As reported $ 0.16 $ 0.79 $ 2.28 
Pro forma $ 0.17 $ 0.81 $ 2.28 

The f a i r value of each o p t i o n grant i s estimated on the date of 
grant u s i n g the Black-Scholes o p t i o n - p r i c i n g model w i t h the 
f o l l o w i n g weighted-average assumptions: 
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Expected d i v i d e n d y i e l d 
Expected stock p r i c e 

0.00% 0.00% 0.00% 

R i s k - f r e e i n t e r e s t r a t e 
Expected l i f e of options 

v o l a t i l i t y 45.31% 
6.42% 

4.1 years 

42.65% 
. 5.63% 

4.1 years 

42.65% 
7.89% 

4.1 years 

The weighted average f a i r value of options granted i n 1997, 1996, 
and 1995 was $2.27, $3.40, and $4.17, r e s p e c t i v e l y . 

The Company adopted a nonstatutory stock o p t i o n p l a n i n 1987. 
The p l a n provides t h a t options may be granted t o c e r t a i n o f f i c e r s 
and key employees to purchase common stock at a p r i c e of not l e s s 
than 50% of the f a i r market value at the date of grant. The p l a n 
a l s o provides that options may be granted w i t h a corresponding 
number of stock a p p r e c i a t i o n r i g h t s and/or tax o f f s e t bonuses to 
a s s i s t the optionee i n paying the income tax l i a b i l i t y that may 
e x i s t upon e x e r c i s e of the op t i o n s . A l l of the outstanding stock 
options under the 1987 p l a n were granted at an e x e r c i s e p r i c e 
equal to the f a i r market value at the date of grant and wi t h an 
as s o c i a t e d t a x o f f s e t bonus. In 1995, 15,000 options under the 
1987 p l a n were granted. Outstanding options under the 1987 p l a n 
are immediately e x e r c i s a b l e f o r periods up t o ten years. During 
1997, 1996, and 1995, r e s p e c t i v e l y , 53,577, 47,000, and 0 options 
to acquire shares e x p i r e d under the 1987 p l a n . The a b i l i t y t o 
grant f u r t h e r options under the p l a n e x p i r e d on February 13, 
1997. 

In 1995, the shareholders of the Company approved the 1995 Stock 
I n c e n t i v e P l a n which provides f o r a v a r i e t y of stock -based grants 
to the Company's o f f i c e r s and key employees. The pla n provides 
f o r the grant of stock o p t i o n s , stock a p p r e c i a t i o n r i g h t s , 
r e s t r i c t e d stock and performance u n i t s t o e l i g i b l e o f f i c e r s and 
key employees of the Company. Stock options under the p l a n are 
req u i r e d to be granted at 100% of the market value of the stock 
on the date of the grant. The terms of such options s h a l l be no 
longer than ten years from the date of grant. There were no 
options t o acquire shares granted i n 1995 under the 1995 pla n . 
During 1997'and 1996 r e s p e c t i v e l y , 480,500 and 278,000 options t o 
acquire shares were granted to the Company's o f f i c e r s and key 
employees of which 348,000 and 215,000, r e s p e c t i v e l y , of these 
options t o acquire shares were granted w i t h v e s t i n g requirements 
of 20% on the grant date and 20% on each of the next f o u r 
anniversary dates from the grant date! During 1996, 1,500 
options t o acquire shares e x p i r e d under the 1995 pla n . At 
December 31, 1997, there were 1,243,000 options t o acquire shares 
a v a i l a b l e f o r grant i n the fu t u r e under the 1995 pla n . 

In 1995, the Company adopted the Hecla Mining Company Stock Plan 
f o r Nonemployee D i r e c t o r s (the D i r e c t o r s ' Stock P l a n ) , which i s 

subject to te r m i n a t i o n by the Board of D i r e c t o r s at any time. 
Each nonemployee d i r e c t o r i s c r e d i t e d w i t h 1,000 shares of the 
Company's common stock on May 30 of each year. Nonemployee 
d i r e c t o r s j o i n i n g the Board of D i r e c t o r s a f t e r May 30 of any year 
are c r e d i t e d w i t h a p r o - r a t a number of shares based upon the date 
they j o i n the Board. A l l c r e d i t e d shares are h e l d i n t r u s t f o r 
the b e n e f i t of each d i r e c t o r u n t i l d e l i v e r e d t o the d i r e c t o r . 
D e l i v e r y of the shares from the t r u s t occurs upon the e a r l i e s t of 
(1) death or d i s a b i l i t y ; (2) retirement; (3) a c e s s a t i o n of the 
d i r e c t o r ' s s e r v i c e . f o r any other reason; or (4) a change i n 
c o n t r o l of the Company. Subject to c e r t a i n r e s t r i c t i o n s , 
d i r e c t o r s may e l e c t to re c e i v e d e l i v e r y of shares on such date, 
or i n annual i n s t a l l m e n t s t h e r e a f t e r over 5, 10 o r 15 years. The 
shares of common stock c r e d i t e d t o nonemployee d i r e c t o r s pursuant 
to the D i r e c t o r s ' Stock Plan may not be s o l d u n t i l at l e a s t s i x 
months f o l l o w i n g the date they dre d e l i v e r e d . The maximum number 
of shares of common stock which may be granted pursuant to the 
D i r e c t o r s ' Stock Plan i s 120,000. During both 1997 and 1996, 
7,000 shares were c r e d i t e d to the nonemployee d i r e c t o r s . At 
December 31, 1997, there were 99,461 shares a v a i l a b l e f o r future 
grants under the pl a n . 

Transactions concerning stock options pursuant t o a l l of the 
above-described plans are summarized as f o l l o w s : 
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Shares 
Weighted Average 
Ex e r c i s e P r i c e 
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Outstanding, December 31, 1994 347,500 $10.35 

Year ended December 31, 1995 
Granted 15,000 $ 9.38 
Exer c i s e d (12,500) $ 9.81 
Expired (33,508) $ 8.62 

Outstanding, December 31, 1995 316,492 $10.51 

Year ended December 31, 1996 
Granted 278,000 $ 8.28 
Exe r c i s e d - -
Expired (48,500) $10.57 

Outstanding, December 31, 1996 545,992 $ 9.37 

Year ended December 31, 1997 
Granted 
Exercised 
Expired 

480,500 $ 5.63 

(53,577) $10.50 

Outstanding, December 31, 1997 972,915 $ 7.46 
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The f o l l o w i n g t a b l e presents i n f o r m a t i o n about the options 
outstanding as of December 31, 1997: 
<TABLE> 
<CAPTION> 

Weighted Average 

Shares 

<S> 
Exe r c i s a b l e options 
E x e r c i s a b l e options 

<C> 
351,600 
213,915 

Range of 
Exer c i s e P r i c e E x e r c i s e P r i c e 

<c> 
$ 5.63 
$ 9.32 

$ 8.63 
$12.25 

$ 6.72 
$10.51 

Remaining 
L i f e (Years) 

<C=> 
9 
4 

To t a l e x e r c i s a b l e options 565,515 $ 5.63 - $12.25 $ 8.15 

Unexercisable options 407,400 $ 5.63 - $ 8.63 $ 6.49 

Tot a l a l l options 

c/TABLE> 

972,915 $ 5.63 $12.25 $ 7.46 

The aggregate amounts charged (credited) to operations i n 
connection w i t h the plans were $0, $0 and $(21,000) i n 1997, 1996 
and 1995, r e s p e c t i v e l y . 

Common Stock O f f e r i n g s 

In February 1997, the Company i s s u e d 3,950,000 shares of i t s 
common stock r e a l i z i n g proceeds of approximately $23.4 m i l l i o n , 
net of issuance costs of approximately $1.3 m i l l i o n . The Company 
used $23.0 m i l l i o n of the net proceeds t o pay down debt under i t s 
r e v o l v i n g and term loan c r e d i t f a c i l i t y . 

On January 23, 1996, 2,875,000 shares of the Company's common 
stock were s o l d under the Company's e x i s t i n g R e g i s t r a t i o n 
Statement which provides f o r the issuance of up to $100.0 m i l l i o n 
of e q u i t y and debt s e c u r i t i e s . The net proceeds from the 
o f f e r i n g of approximately $22.0 m i l l i o n were used p r i n c i p a l l y t o 
reduce the outstanding borrowings under the Company's bank c r e d i t 
agreement. 
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NOTE 9: BUSINESS SEGMENTS (IN THOUSANDS) 

Net s a l e s t o u n a f f i l i a t e d customers 
Metals ( i n c l u d i n g $29,189, $32,034 

and $27,729 from Mexican operations 
i n 1997, 1996 and 1995) 

I n d u s t r i a l minerals ( i n c l u d i n g $5,051, 
$4,204 and $2,664 i n Mexico i n 1997, 
1996 and 1995) 

S p e c i a l t y metals 

$ 89,486 $ 81,409 $ 79,810 

74,462 76,843 67,391 
- - - - 4,414 

$163,948 $158,252 $151,615 

Income (loss) from operations 
Metals ( i n c l u d i n g $11,757, $7,734 

and $6,3 96 from Mexican operations 
i n 1997, 1996 and 1995) 

I n d u s t r i a l minerals ( i n c l u d i n g $68, 
$92 and $(341) i n Mexico i n 1997, 
1996 and 1995) 

S p e c i a l t y metals 
General corporate 

$ 4,712 $(38,711) $(109,44 9) 

4,072 9,083 6,69 0 
255 

(8,287) (8,083) (8,31 7) 

$ 497 $(37,711) $(110,82 1) 

C a p i t a l expenditures 
Metals ( i n c l u d i n g $240, $411 and 

$2,319 i n Mexico i n 1997, 1996 
and 1995) 

I n d u s t r i a l minerals ( i n c l u d i n g 
$129, $93 and $183 i n Mexico 
i n 1997, 1996 and 1995) 

S p e c i a l t y metals 
General corporate 

$ 20,560 $ 30,388 $ 32,83 8 

3,610 3,075 

624 268 

$ 24,794 $ 33,731 $ 45,30 

11,81 1 
81 

57 8 

Dep r e c i a t i o n , d e p l e t i o n and a m o r t i z a t i o n 
Metals 
I n d u s t r i a l minerals 
S p e c i a l t y metals 
General corporate 

$ 16,233 $ 15,728 $ 18,85 9 
4,776 4,723 4,58 0 

23 
311 338 36 7 

$ 21,320 $ 20,789 $ 23,82 9 

I d e n t i f i a b l e assets 
Metals ( i n c l u d i n g $6,462, $7,268 

and $15,702 i n Mexico i n 1997, 
1996 and 1995) 

I n d u s t r i a l minerals ( i n c l u d i n g 
$3,606, $3,513 and $4,888 i n 
Mexico i n 1997, 1996 and 1995) 

General corporate 
I d l e f a c i l i t i e s 

$150,857 $155,082 $ 144,24 6 

68,413 70,613 
23,960 34,520 
7,438 8,178 

71,16 3 
35,99 8 
6, 78 3 
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$250,668 $268,393 $ 258,19 0 
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Net s a l e s and i d e n t i f i a b l e assets of each segment are those that 
are d i r e c t l y i d e n t i f i e d w i t h those ope r a t i o n s . General corporate 
assets c o n s i s t p r i m a r i l y of cash, r e c e i v a b l e s , investments and 
corporate property, p l a n t and equipment. 

In June 1997, statement of F i n a n c i a l Accounting Standards No. 131 
(SFAS 131), "Disclosures about Segments.of an E n t e r p r i s e and 
Related Information" was issued. SFAS 131 e s t a b l i s h e s standards 
f o r the way that a p u b l i c e n t e r p r i s e r e p o r t s i n f o r m a t i o n about 
operating segments i n annual f i n a n c i a l statements and re q u i r e s 
t h a t those e n t e r p r i s e s report s e l e c t e d i n f o r m a t i o n about 
operating segments i n i n t e r i m f i n a n c i a l r e p o r t s issued to 
shareholders, SFAS 131 i s e f f e c t i v e f o r f i s c a l years beginning 
a f t e r December 15, 1997, and r e q u i r e s restatement of e a r l i e r 
periods presented. The Company does not b e l i e v e the a p p l i c a t i o n 
of t h i s standard w i l l have a m a t e r i a l e f f e c t on the Company's 
p r e s e n t a t i o n of i t s operating segments. 

NOTE 10: FAIR VALUE OF FINANCIAL INSTRUMENTS 

The f o l l o w i n g estimated f a i r value amounts have been determined 
using a v a i l a b l e market information and appropriate v a l u a t i o n 
methodologies. However, considerable judgment i s requ i r e d to 
i n t e r p r e t market data and t o develop the estimates of f a i r value. 
A c c o r d i n g l y , the estimates presented h e r e i n are not n e c e s s a r i l y 
i n d i c a t i v e of the amounts the Company could r e a l i z e i n a current 
market exchange. 

The f o l l o w i n g methods and assumptions were used to estimate the 
f a i r value of each c l a s s of f i n a n c i a l instruments f o r which i t i s 
p r a c t i c a b l e to estimate that value. P o t e n t i a l income tax 
r a m i f i c a t i o n s r e l a t e d t o the r e a l i z a t i o n of u n r e a l i z e d gains and 
losses t h a t would be i n c u r r e d i n an a c t u a l s a l e or settlement 
have not been taken i n t o c o n s i d e r a t i o n . 

The c a r r y i n g amounts f o r cash and cash e q u i v a l e n t s , accounts and 
notes r e c e i v a b l e , r e s t r i c t e d investments and current l i a b i l i t i e s 
are a reasonable estimate of t h e i r f a i r v a lues. F a i r value f o r 
eq u i t y s e c u r i t i e s investments i s determined by quoted market 
p r i c e s . The f a i r value of long-term debt i s based on the 
discounted value of c o n t r a c t u a l cash flows. The discount rate i s 
estimated u s i n g the ra t e s c u r r e n t l y o f f e r e d f o r debt w i t h s i m i l a r 
remaining m a t u r i t i e s . 

F-32 

The estimated f a i r values of f i n a n c i a l instruments are as fo l l o w s 
( i n thousands): 

December 31, 

1997 19S 

Carr y i n g F a i r Carrying F a i r 
Amounts Value Amounts Value 

F i n a n c i a l assets 
Cash and cash equi v a l e n t s $ 3,794 $ 3,794 $ 7,159 $ 7,159 
Accounts and notes r e c e i v a b l e 24,445 24,445 24,168 24,168 
Investments 
Equ i t y s e c u r i t i e s a v a i l a b l e 

•for s a l e 229 229 165 165 
R e s t r i c t e d 7,926 7,926 21,771 21,771 
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Gold spot d e f e r r e d c o n t r a c t s - - - - - - 299 
Gold forward s a l e s c o n t r a c t s - - 931 - - 43 
Gold put options - - - - - - 772 

F i n a n c i a l l i a b i l i t i e s 
Current l i a b i l i t i e s 24,968 24,968 32,712 32,712 
Long-term debt - p r i n c i p a l 22,136 22,136 38,208 38,208 
Gold c a l l options - - - - - - 2 
S i l v e r forward s a l e s c o n t r a c t s - - 701 - - - -

NOTE 11: LOSS PER COMMON SHARE 

In accordance w i t h SFAS 128, the f o l l o w i n g t a b l e presents a 
r e c o n c i l i a t i o n of the numerators (net l o s s ) and denominators 
(shares) used i n the b a s i c and d i l u t e d l o s s per common share 
computations. A l s o shown i s the e f f e c t t h a t has been given t o 
p r e f e r r e d stock dividends i n determining l o s s a p p l i c a b l e t o 
common shareholders f o r the years ended December 31, 1997, 1996 
and 1995 i n computing b a s i c and d i l u t e d l o s s per common share 

( d o l l a r s i n thousands, except per share amounts): 
<TABLE> 
<CAPTI0N> 

1997 1996 1995 

Per Share Per Share Per She 
Net Loss Shares Amount Net Loss Shares Amount Net Loss Shares Amount 

<S> <C> <C> <C> <C> cC> <C> <C> <C> 
Loss before p r e f e r r e d 
stock dividends $ (483) $ (32,354) $ (101,719) 

Less: P r e f e r r e d 
stock dividends (8,050) (8,050) (8,050) 

B a s i c l o s s a p p l i c a b l e 
to common 
shareholders (8,533) 54,763 $ (0.16) (40,404) 51,133 $ (0.79) (109,769) 48,192 S (2.2E 

E f f e c t of d i l u t i v e 
s e c u r i t i e s ( 1 ) 

D i l u t e d l o s s a p p l i c a b l e 
to common 
shareholders $ (8,533) 54,763 $ (0.16) $ (40,404) 51,133 5 (0.79) $ (109,769) 48,192 $ (2.26 

</TABLE> 

D i l u t i v e S e c u r i t i e s ( 1 ) 

As of December 31, 1997, 1996, and 1995, there were 973,000, 
546,000, and 316,000 shares a v a i l a b l e f o r issue under granted 
stock o p t i o n s , r e s p e c t i v e l y . These options were not incl u d e d i n 
the computation of d i l u t e d l o s s per common share as a l o s s was 
i n c u r r e d i n each of these years, and t h e i r i n c l u s i o n would be 
a n t i d i l u t i v e . The Company a l s o has 2.3 m i l l i o n shares of 
c o n v e r t i b l e p r e f e r r e d stock outstanding t h a t , i f converted, would 
be a n t i d i l u t i v e , and were t h e r e f o r e excluded from the 
determination of d i l u t e d l o s s per common share. 
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HECLA MINING COMPANY and WHOLLY OWNED SUBSIDIARIES 

FORM 10-K - December 31, 1997 

INDEX TO EXHIBITS 

Number and D e s c r i p t i o n of E x h i b i t s 

3.1(a) C e r t i f i c a t e of In c o r p o r a t i o n of the 
Reg i s t r a n t as amended to date.2 

3.1(b) C e r t i f i c a t e of Amendment of C e r t i f i c a t e 
of I n c o r p o r a t i o n of the R e g i s t r a n t , 
dated as of May 16, 1991.2 

3.2 By-Laws of the R e g i s t r a n t as amended 
to date.2 

4.1(a) C e r t i f i c a t e of Designations, Preferences 
and Rights of S e r i e s A J u n i o r 
P a r t i c i p a t i n g P r e f e r r e d Stock of the 
Registrant.2 

4.1(b) C e r t i f i c a t e of Designations, Preferences 
and Rights of S e r i e s B Cumulative C o n v e r t i b l e 
P r e f e r r e d Stock of the Regi s t r a n t . 2 

4.2 Rights Agreement dated as of May 10, 1996 
between Hecla Mining Company and American 
Stock Transfer & Trust Company, which 
inclu d e s the form of Rights C e r t i f i c a t e of 
Designation s e t t i n g f o r t h the terms of the 
Se r i e s A J u n i o r P a r t i c i p a t i n g P r e f e r r e d 
Stock of Hecla Mining Company as E x h i b i t A 
and the summary of Rights t o Purchase 
P r e f e r r e d Shares as E x h i b i t B.2 

10.1 C r e d i t Agreement dated as of August 11, 1997, 
among Re g i s t r a n t and C e r t a i n S u b s i d i a r i e s 
and NationsBank of Texas, N.A., as Agent, 
and C e r t a i n Banks as Lenders.2 

10.2 Employment agreement dated November 10, 
1989 between Hecla Mining Company and 
Art h u r Brown. (Registrant has s u b s t a n t i a l l y 
i d e n t i c a l agreements w i t h each of Messrs. 
W i l l i a m B. Booth, J . Gary C h i l d r e s s , George 
R. Johnson, Roger A. Kauffman, Jon T. Langstaff, 
John P. S t i l w e l l , and Michael B. White. Such 
s u b s t a n t i a l l y i d e n t i c a l agreements are not 
inclu d e d as separate E x h i b i t s . ) 1 , 2 
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INDEX TO EXHIBITS (continued) 

Number and D e s c r i p t i o n of E x h i b i t s 

10.3(a) Form of Executive D e f e r r a l Plan Master 
Document e f f e c t i v e January 1, 1995.1,2 

10.3(b) Form of D i r e c t o r D e f e r r a l Plan Master 
P l a n Document e f f e c t i v e January 1, 1995.1,2 

10.4(a) 1987 Nonstatutory Stock Option Plan of the 
Registrant.1,2 

10.4(b) Hecla Mining Company 1995 Stock Incentive 
Plan.1,2 

10.4(c) Hecla Mining Company Stock Plan f o r Non -
employee D i r e c t o r s . 1 , 2 

10.5(a) Hecla Mining Company Retirement Plan f o r 
Employees and Supplemental Retirement and 
Death B e n e f i t Plan.1,2 

10.5(b) Supplemental Excess Retirement Master 
Plan Document.1,2 ^ 

10.5(c) Hecla Mining Company N o n q u a l i f i e d Plans 
Master T r u s t Agreement.1,2 

10.6 Form of I n d e m n i f i c a t i o n Agreement dated 
May 27, 1987 between Hecla Mining Company 
and each of i t s D i r e c t o r s and O f f i c e r s . 1 , 2 

10.7 Summary of Short-term Performance Payment 
Plan.1,2 

10.8(a) Amended and Restated Golden Eagle Earn -In 
Agreement between Santa Fe P a c i f i c Gold 
Corporation and Hecla Mining Company dated 
as of September 6, 1996.2 

10.8(b) Golden Eagle Operating Agreement between Santa 
Fe P a c i f i c Gold Corporation and Hecla Mining 
Company dated as of September 6, 1996.2 

110 

INDEX TO EXHIBITS (continued) 

Number and D e s c r i p t i o n of E x h i b i t s 

L i m i t e d L i a b i l i t y Company Agreement of the 
Rosebud Mining Company, L.L.C. among Santa 
Fe P a c i f i c Gold Corporation and Hecla Mining 
Company dated as of September 6, 1996.2 

Computation of weighted average number of 
common shares outstanding. 

Statement of Computation of R a t i o of Earnings 
to F i x e d Charges. 

Attached 

Attached 

13 . Hecla Mining Company Fourth Quarter and 
Year-End R e s u l t s f o r the P e r i o d Ended 
December 31, 1997. 

21. L i s t of s u b s i d i a r i e s of the R e g i s t r a n t . 

Attached 

Attached 
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Consent of Coopers & Lybrand to incorpora -
t i o n by reference of t h e i r r e p o r t dated 
February 27, 1998, on the Consolidated 
F i n a n c i a l Statements of the Re g i s t r a n t i n 
the R e g i s t r a n t ' s R e g i s t r a t i o n Statements 
on Form S-3, No. 33-72832, and No. 33 -59659, 
Form S-8, No. 33-7833, No. 33 -41833, No. 

33-14758, No. 33-40691, No. 33 -60095 a n d 

No. 33-60099. Attached 

F i n a n c i a l Data Schedule Attached 

1. Ind i c a t e s a management contract or compensatory p l a n or 
arrangement. 

2. These e x h i b i t s were f i l e d i n SEC F i l e No. 1 -8491 as 
i n d i c a t e d on the f o l l o w i n g page and are inco r p o r a t e d h e r e i n 
by t h i s reference t h e r e t o . 

Corresponding E x h i b i t i n Annual Report on 
Form 10-K, Q u a r t e r l y Report on Form 10 -Q, 
Current Report on Form 8 -K, Proxy Statement 
or R e g i s t r a t i o n Statement, as I n d i c a t e d 

E x h i b i t i n Below; A l l References are to SEC F i l e 
t h i s Report No. 1-8491. 

3.1(a) 4 (b) 3.1 (10-K f o r 1987) 
3.2 2 (Current Report on Form 8 -K dated 

November 9, 1990) 
4.1(a) & (b) 4.1(d)(e) and 4.5 (10 -Q f o r June 30, 1993) 
4.2 4 (Current Report on Form 8 -K dated 

May 10, 1996) 
10.1 10.1 (10-Q f o r September 30, 1997) 
10.2 10.2(b) (10-K f o r 1989) 
10.3(a) 3 (10-K f o r 1994) 
10.3(b) 10.3(b) (10-K f o r 1994) 
10.4(a) B (Proxy Statement dated March 20, 1987) 
10.4(b) A (Proxy Statement dated March 27, 1995) 
10.4(c) B (Proxy Statement dated March 27, 1995) 
10.5(a) 10.11(a) (10-K f o r 1985) 
10.5(b) 10.5(b) (10-K f o r 1994) 
10.5(C) 10.5(c) (10-K f o r 1994) 
10.6 10.15 (10-K f o r 1987) 
10.7 10.7 (10-K f o r 1994) 
10.8(a) 10.11(a) (10-Q f o r September 30, 1996) 
10.8(b) 10.11(b) (10-Q f o r September 30, 1996) 
10.9 10.12 (10-Q f o r September 30, 1996) 
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